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STATUS OP THE PUBLIC UTILITIES COMMISSION'S REVIEW 
OP THE PROPOSED PACIPIC TELESIS "SPIN-OPP" 
The Pacific Telesis Group, one of the largest of the Baby Bells 
created by the breakup of AT&T nine years ago, has become the first 
to announce its own breakup, proposing to spin-off its wireless 
(cellular phone, paging) businesses away from its traditional 
telephone business (Pacific Bell). After the spin-off, and freedom 
from regulatory constraints, the new, independent wireless phone 
corporation hopes to grow as a result of ventures in Asia and 
Europe, as well as new opportunities in domestic markets. The deal 
needs approvals from regulators such as the IRS and the SEC, but the 
company claims that no approval is required from the California PUC. 
Consumer groups argue that the PUC does have jurisdiction to approve 
or disapprove the spin-off, and that PacBell and its ratepayers may 
be owed compensation for all the years of helping fund wireless 
phone operations which now have billions of dollars in value. The 
Pacific Telesis Group disagrees maintaining that shareholder, not 
ratepayer, funds were used to build up wireless phone operations. 
Consumer groups argue that, to protect ratepayer interests, there 
should at least be a thorough PUC hearing on the spin-off before it 
takes place. The Pacific Telesis Group disagrees, maintaining that 
no hearings are required. Even if hearings are held, the company 
urges that they should be expedited to take advantage of favorable 
stock market conditions. 
The spin-off may be further complicated by the fact that legislation 
was recently introduced in Congress with the support of the Pacific 
Telesis Group to preempt state regulatory authority over wireless 
company rates. If enacted, this federal bill would remove PUC 
control over the rates set by the spun-off wireless companies, and 
could significantly increase the value of the wireless operations. 
These and other issues related to the proposed spin-off are the 
subject of this Committee hearing.· 
·JJ: 
THE SPIN-OFF PROPOSAL 
The Pacific Telesis Group (PTG) is a "holding company . " Its 
subsidiaries include on the one hand Pacific Bell, Pacific Bell 
Directory, and Nevada Bell -- traditional telephone services. On 
the other hand its subsidiaries also include PacTel Corporation 
which runs "wireless" companies, including PacTel . Cellular, PacTel 
Paging, and other operations. 
On December 11, 1992, PTG's Board of Directors voted to split into 
two companies by "spinning-off" its "wireless" companies. Under the 
terms of the proposal, the PTG holding company would retain its 
traditional telephone and directory businesses. The holding company 
would spin-off its subsidiary, PacTel corporation, under new 
directors and make the new entity fully independent of PTG. The 
new, independent PacTel Corporation would consist of the wireless 
operations such as cellular telephone and paging services. 
(See tne attached display of the spin-off). 
PTG maintains that the spin-off will eliminate many of the 
financial, legal and regulatory constraints that have impeded 
efforts to compete in domestic and global markets. These restraints 
include those established as part of the breakup of AT&T which deny 
PTG wireless companies certain business opportunities because of 
their affiliation with local telephone companies. For example, the 
spun-off wireless companies could enter the telephone long-distance 
and equipment manufacturing markets that PTG is barred from. 
The recent spin-off plan differs from the structure PTG suggested in 
April 1992 when it began to study the matter. At that time PTG 
considered spinning off the telephone business and combining the 
holding company with PacTel Corporation's wireless ventures. 
The California Trade and Commerce Agency, which has intervened in 
the PUC investigation of the spin-off, believes that the spin-off of 
PacTel Corporation as an independent company will be beneficial for 
the California economy. 
PUC LEGAL JURISDICTION 
PTG has asserted that PUC approval of the spin-off is not required 
because it believes that no "acquisition," "change of control" or 
"issuance of securities" of a California utility as contemplated by 
the Public Utilities Code is involved in this restructuring. 
The PUC's Division of Ratepayer Advocates (DRA) -- which is 
responsible for representing the interests of utility ratepayers 
disagrees with PTG and maintains that the spin-off is a "transfer of 
control" of a utility (in this case the transfer of cellular 
telephone utilities) within the meaning of the Public Utilities Code 
which requires prior PUC approval. 
Had PTG gone forward with its original proposal to spin-off the 
local telephone companies (e.g., PacBell), there would be no 
question of the legal necessity for PUC prior approval of the 
transaction. However, as restructured to spin-off the wireless 
companies -- which ultimately leads to the same result as a 
telephone company spin-off -- the legal issue has become clouded. 
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As a result of this legal dispute, Senator Rosenthal introduced 
this session SB 1043 to confirm the existing authority of the PUC to 
review and approve a spin-off of this nature before it could 
proceed. The bill was held in Committee by the author after the PUC 
decided to a~sert legal jurisdiction over the spin-off. 
PUC ORDER INSTITUTING INVESTIGATION (OII) 
In February of 1993, the PUC issued an OII to assess the possible 
effects of the spin-off on customers of Pacific Bell and PacTel 
Cellular. The issues under PUC investigation include: 
-how PTG intends to implement the spin-off, 
-how it arrived at its proposal, 
-costs and benefits to ratepayers, shareholders, the economy, and 
-impact on costs of capital and utility financing. 
CONTESTED ISSUES 
DRA has asked the PUC to consider, in a hearing, the issue of the 
fairness of the spin-off to PacBell and its ratepayers. In 
particular ORA has raised the question of whether, before the 
spin-off takes place, compensation is owed to PacBell ratepayers 
for: 
(a) the value of the cellular licenses and cellular technology, 
(b) the lower cost of capital paid by PacTel Corp. due to PacBell's 
financial strength, 
(c) the loss of management expertise, 
(d) the loss of intellectual property, including the PacTel 
trademark and tradename, 
(e) increased holding company costs, 
(f) stranded PacTel Corp liabilities, 
(g) allocation of Telesis Technology Labs assets, and 
(h) allocation of pensions and benefits. 
The most controversial and potentially costly item in the list is 
the claim that PacTel Corp should reimburse PacBell ratepayers for 
the value of the cellular licenses and technology provided to PacTel 
Cellular. PacTel Cellular owns valuable cellular licenses in Los 
Angeles, San Diego and Sacramento. These licenses were reserved by 
the FCC for affiliates of local telephone companies -- thus PacTel 
Cellular received these licenses only because of its relationship 
with PacBell. In addition, ORA claims that the success of PacTel 
Cellular was based in part on cellular technology research and 
development efforts that were paid for by PacBell ratepayers. 
ORA has claimed that these cellular licenses are worth between 
$3-$5 billion dollars, and that some portion of that value should be 
returned to PacBell ratepayers as a condition of the spin-off. 
PTG argues that all of these claims are without merit and, 
therefore, that no compensation to PacBell ratepayers is required. 
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FAIR PROCESS CONCERNS 
PTG asserts that the main claims that have been raised by ORA and 
other parties are legal in nature, or have been heard before, and 
should be resolved promptly by the PUC without hearings. 
If the PUC decides to hold a hearing, PTG argues that it should be 
strictly limited to whether the spin-off will have an adverse 
financial effect on PacBell and its customers, and should be 
expedited for the reasons set forth below. 
STOCK MARKET CONSIDERATIONS DRIVING THE BlARING SCHEDULE 
As part of the spin-off, PacTel Corp is preparing to conduct an 
initial public offering (IPO) of its common stock. Lehman Brothers 
and Salomon Brothers, financial advisers to PacTel, have declared 
that a lengthy review of the spin-off by the PUC could adversely 
affect PacTel's ability to complete the IPO. They have advised 
PacTel that the most opportune time to complete the IPO is as soon 
as possible because the "current market is highly favorable for the 
proposed PacTel offering." They are concerned that a favorable 
market for IPO's can contract or even close rapidly, pointing out 
that "concern about the pace of the current domestic economic 
recovery, the potential for rising interest rates, the extent of the 
current economic recession abroad and the political instability in 
Russia, the Middle East and elsewhere could bring an abrupt end to 
the current favorable market." These financial advisers also 
expressed concern about increased risks that could result from 
competition from other telecommunications equity offerings in the 
stock market. 
Relying on this financial advice, PTG has asked the PUC to promptly 
and finally, in an abbreviated proceeding, complete its review of 
any regulatory implications of the spin-off. PTG states that "the 
declarations of the investment bankers make clear that a late June 
cutoff date for completion of the Commission's review is important 
to this ·transaction •.• to achieve the target date of an initial 
public offering and private placement by the end of July ... " 
ORA counters that the PUC should not hold accelerated hearings in 
this matter limiting the ability of ratepayer interests and other 
parties to prepare and present their positions. ORA points out that 
PTG had over a year to study and prepare its spin-off proposal for 
the benefit of its shareholders and it would be unfair now to limit 
PUC review of ratepayer interests. 
ORA urges the PUC to fully investigate the ratepayer impacts of the 
spin-off and not be influenced by tactics calling for a July 
deadline based on stock market timing considerations. ORA argues 
that neither PTG nor its investment bankers can predict whether July 
is a better or worse time for a stock offering than a few months 
from now following a PUC hearing, and that investment bankers 
disagree regarding the urgency of the proposed deadline. 
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ASSIGNED COMMISSIONER'S RULING 
on May 4, 1993, the PUC Commissioner assigned to this case issued a 
ruling asserting PUC legal jurisdiction over the spin-off. He then 
stated that a decision on alternate schedules would be made after 
the submission of briefs due May 17. If he concludes that the 
issues remaining are only legal in nature, as claimed by PTG, the 
matter will be resolved by the filing of legal briefs due June 28. 
However, if he finds that both legal and factual issues remain, 
evidentiary hearings and briefs will be required on an expedited 
basis, with hearing testimony due June 7. 
One of the concerns about this ruling is that it appears to prejudge 
the amount of time that will be necessary to prepare testimony for 
evidentiary hearings before receipt and review of the May 17 briefs 
and before the Commissioner and Administrative Law Judqe delineate 
the issues that will be the subject of the hearing. 
ORA and other parties oppose the proposed hearing schedule arguing 
that it does not provide a reasonable period of time to do research 
and prepare testimony for the hearing. They argue that the proposed 
schedule effectively denies them a reasonable opportunity to 
adequately participate and represent ratepayer interests. ORA has 
requested that testimony pertaining to the most controversial issue 
-- valuation of the cellular licenses and the need for ratepayer 
compensation -- be delayed until June 23, with other, less 
significant issues scheduled for a later time. 
Chairman Rosenthal has urged all the parties to "settle" on a 
reasonable schedule that is responsive both to PTG's desire for 
timely PUC review and ORA's need to prepare its case on behalf of 
ratepayer interests. 
PROPOSED FEDERAL PREEMPTION OF CELLULAR TELEPHONE REGULATION 
The PUC's review of the spin-off may be complicated by recent 
legislation proposed in Congress by the cellular industry (including 
PTG) that would preempt states' ability to regulate cellular 
telephone rates. The measure has already passed a House 
subcommittee and full committee. The california PUC is strenuously 
opposing the preemption proposal. (See attachments). 
If enacted, the federal bill would remove pricing control of 
cellular carriers from the California PUC and similar government 
commissions in other states. The PUC has complained that the 
federal bill will nullify its long-standing efforts to lower 
cellular telephone rates in California. 
The federal preemption threat may affect the spin-off proceeding. 
While arguing that the PUC does not have jurisdiction to disapprove 
the spin-off under sections of the Public Utilities Code involving 
utility acquisitions and change of control, PTG has indicated that 
the PUC will continue to exercise jurisdiction over Pacific Bell and 
the California cellular telephone companies after the spin-off under 
its existing, general jurisdiction to regulate these companies. PTG 
then concludes that expedited proceedings are appropriate because: 
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"The Commission will have complete jurisdiction to mitigate or 
resolve adverse effects on customers that result from the 
spin-off and that may be discovered or arise after the spin-off." 
The question then arises as to whether PTG's claim that the PUC will 
have "complete jurisdiction" to fix spin-off problems later on is 
accurate if PTG is successful in enacting federal legislation to 
preempt state authority over cellular carrier rates. 
The pending Congressional action may also affect the value of PTG's 
cellular franchises, and hence the factual question of how much 
ratepayers may be owed for their contribution to the development of 
the cellular operations. If the federal government acts to preempt 
state cellular rate regulation, the value of PTG's cellular 
operation may increase significantly as it would be free from the 
constraints and risks of PUC rate regulation. 
The threat of federal preemption suggests that it may be more 
prudent for the PUC to thoroughly investigate and resolve all major 
concerns about the spin-off before it goes forward rather than 
relying on its uncertain future jurisdiction to correct ratepayer 
problems that may be discovered after the spin-off takes place. 
* * * * * * 
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Pacific Telesis Grou_p Spin- Off 
Pacific Telesis will spin off its wireless operations. 
Pacific Telesis Grou 
Pacific Bell Nevada Bell Other Holdings 
Pacific Be II 
Directory 
PacTel Wireless Companies 
. I I I -l --- ---1 
PacTel PacTel Vehicle 
Cellular Paging Location Operations 
Ginn Says PacTel to Decide 
On a Spinoff by End of Year t 
10 ~ i. ~ l ~ .. , ,_ ~,.,._H.wt t, 
· Hot Springs, Va. c:S. :t--C!JuiK . company's telephone companies, J 
The board of dlreetors of Pa· Pacific Bell and Nevada Bell, from ? 
elfle Telem Group will probably Its cellular, paging and other wire- ~ · 
deelde by the end of this year less operations. 1. 
whether to spin off the eompa· The separate phone company t 
~ ll!'s phone sYstems from lts eel· would Jasue its own stock. Paelllc .; 
lqlar opentlou, Chairman Sam Telesla hu said It could sell equity } 
Ginn Aid yesterday. and debt to recapftaUze Its bUll- j 
Tbe proposal"ls still under con- nessea illt goes through with the ~ 
slderation by the board," Ginn spinoff. - ~ 
said. "I expect a decision essential· . However, Ginn said. the deei· : 
ly before the end of the year." SJon Js very compllcated. --rile .: 
Ginn spoke u be was attending a problem Js It Js an industry 1n rapid : 
meeting of the Business Council, a tranaftlon," he said. "Regulation Ia : 
group of the nation's top corporate changing drutlcally." · 
executives. · · -- · 
PacTel announced the spinoff 
proposal Jut spring. Ginn said the 
company formerly expected to 
make a decision a bit sooner on 
_whether to go ahead with the plan, 
which would spin off the holding 
• n 
Cellular, other 
units will form 
an unregulated 
spin-off called ~.~ 
PT Wireless G.AMi.oGi. 
By Ricardo Sando'lal (~· l3r9'2-
C1F n£ £XAWEA STAFF 
Executives of San Francisco· 
baaed Pacific Telesis Group said 
Friday they are about to spin the 
giant. corporation into two compet.· 
ing companies, one serving 22 mil· 
lion traditional telephone custom· 
en. and the other mining new prof· 
its in the high-tech world or 
wireless communication. 
PacTel officials said business 
and residential customen of their 
l'ocific Bell subsidiary will see no 
ch~ea in their phone aervice, and 
no direct impact on monthly phone 
billF. 
lnatead. what's expected down 
the line from the proposed new 
rompany - now being called PT 
Wireles!l - is increased competi· 
tum umon~ companies to provide 
un array of consumer goods rang-
~~~~ trom cellular te!ephonea and 
po~ers to futuristic penonal com· 
munication devices and gizmos 
t hot can track down atolen cars. 
The landmark break-up of Pac· 
Tel was first hinted at la.at April 
when the company aaid it waa eJ· 
uloring a restructuring. But the 
d!!al is still a propoaal, pending ap· 
proval from regulat.on such aa the 
Internal Revenue Service and the 
St."CUrities and Exchange Commis-
muu. 
Among the potential conflicts: 
.., Company officials insist the 
split-up be a tu·free proposition. 
They warn the deal will be aborted 
if for some reason the IRS di!l-
~ees with that opinion and re-
quires PacTel to pay taxes on the 
deu.. 
"Thill if\ meretv 11 spin-off of 
&NICts, not tne sale or aquisition of 
anv asset:.' aaid PacTel Chainnar: 
;:,urn C ;inn ua o Fri011v new11 contt'r. 
enct 
.., 1-'acTel believe!' it can com-
plett- thl· aptn·ofl ~.-ithin six 
montha. even if the telephone in-
duatr'\' resrulatora at the Califomin 
Public Utilitiee Commiaaion have 
not offered their bleaainga. PUC 
officials could not be reached for 
comment on the break-up Friday'; 
but. Ginn said PacTel has had in: 
fonnal diacuuiona with federal and 
state communications regulators 
and that no serioua objectiona have 
emerged. 
He aaid the company will coop-
erate fulJy with all regulaton -
federal and state - to ensure the 
break-up has no adverse affect on 
ita telephone customers in Califor-
nia and Nevada. 
"There are no aecreta between 
ua and the (PUC)," Ginn said. 
. Concerns from consumer ac· 
-l i v ata who fear residential t.ele-
ptlone cuatomen might somehow 
be faced with higher bills in the 
future because elements of the tra· 
dilional and new wireleaa compa-
mes may still be part of the aame 
corporate family. In addition, To· 
ward Utility Rate Normalization 
(TURN) argues that ratepayer& 
may in fact be owed refunds for all 
t~e years of funding PacTel opera· 
~1ona that are now being spun off 
mto an unregulated, probably high-
ly profitable venture. 
PacTel officials said Friday 
ratepayen are owed nothing, since 
all research and development. for 
the new company waa funded by 
PacTel shareholders. A spokesman 
added that since the wireleaa oper· 
ation will be totally separate from 
PacTel, ratepayers will go un· 
scathed if it flops. 
Free fnln regu~aton 
AA an unregulated entity, the 
new company will not be shackled 
by government regulators to pro· 
viding baaic, affordable communi· 
cations services to everyone. 
"There is no real financial risk 
for the new company. The future of 
communications - the real poten-
tial for unregulated profits _ ia in 
wireless communication. PacTel'a 
new company can basically skim 
the cream off the top of the CUll· 
tomer lia~:· aaid Arvind Khilnani 
emergm~ tecimolojnea research fel~ 
low at Menlo Park-baaed Institute 
fur the Future. "They are ap· 
proachin!Z it ri~rht by separatin~r the 
riak·takinfl company from the tra· 
ditional company that will contin-
ue to serve evervone " 
1 
To start the spin-off. PacTel is 
committing $150 million from an 
expected sale of stock to kick-start 
PT Wireleea. The company - un-
der a new management team -
will consist of aeveraJ wireleaa tech-
nology divisions now a part of Pac-
Tel. Thoae diviaiona now have 
aome 4,000 employees, their own 
research ataffa, and currently gen-
erate about $240 million in annuaJ 
aalea. PacTel shareholder• will 
eventually be allowed to own 
aharea in PT Wireleu aa well, com-
pany officiala aaid 
Ginn said the need to aerve 
shareholders by chasing "eEciting 
new opportunities" in communica-
tions without the limita of govern· 
ment regulations fostered the split. 
Ginn wlllleawe PacTel 
As if to punctuate hia confi-
dence in the new venture, Ginn will 
leave PacTel and join the new com-
pany aa ita CEO. He will be re-
placed at PacTel by Philip Quigley, 
currently Pac BeU'a ranking execu-
tive. 
PacTel, a "Baby Bell," ia an $18 
billion-a-year acion of the old 
AT&T, which waa broken up into 
long-distance and locaJ phone aer-
vicea by a federaJ court order in 
1984. 
"(Since the 1984 AT&T break-
up) we've created a magnificent in· 
stitution ... one that haa posted a 
300-percent return to shareholdea 
since 1984," aaid Ginn. ~~"You don't 
like to break up a good thing .. . 
(but) this decision ia driven by 
what you think of your future in 
the business, not what you think of 
the paat." 
After the break-up of AT&T, 
Baby BeUa auch aa PacTel were 
barred from getting into businesses 
like long-distance cellular commu-
nications. PT Wireless will ha\'e 
the freedom to compete in that 
field. 
The future. Khilnani said, ia a 
world of almoat unlimited commu· 
nicationa choices for consumers. A 
new generation of phone service 
could reach the customers anv-
where. And in their homes, cu"a-
tomera will have a new diversity of 
choice. They'll be able to get phone 
service via traditional copper and 
fiber-optic cables, or through wire-
less ceUular technology. 
PACTEL BREAK-UP 
Ho~ PaCifiC T elasrs will look aile• 
lhe wweless communrcahons tJuS•· 
ness rs spun oil 
Pacific Telesis Group 
.,. Paohc BeQ and F-acrh: Be!• [· 
leCIOh 
• Ntlvada Bt:l 
•OII'ler unrt:. 
PTWireless 
.,. Cellular pagrng 
IJoo Telelra~ 
I IJoolr\lernalronal ooerahon~ ' 
Pacific Telesis 
To Split Into 
2 Companies 
Attempt to boost stock, 
expand into new markets I,_ -I '1. -Cf ~ 
Bu John Eckhouu 
5. F. rhronld• ~'lq/f Writer 
Pacific Telesis Group an-
nounced yesterday that It will 
spilt Into two companies In an ef· 
fort to boost Its stock price and 
expand Into new markets. 
The move will create two pub· 
licly held corporations. which soon 
could end up as fierce competitors 
In several markets. The deal marks 
the second radical divestiture ex· 
perience for Pacific Telesis. which 
was spun off from AT&T Corp. in 
1984. 
. Pacific Telesis said tbe spinoff 
1s designed to eliminate the many 
financial, legal and regulatory con· 
straints that have hampered Paclf· 
ic TelesiS in Its attempt to expand 
PAOFIC: Page A2l Col. l 
From Pa~c I 
~ts w1reless operations in both do· 
mesttc and international markets. 
Linder terms of the deal an· 
nounced yesterday, Pacific Telests 
·o~.111 retain its telephone and dlrec· 
tory businesses. 111ese operations. 
familiar to most people as Pacific 
Bell and Nevada Bell. have annual 
revenues of $9 billion and 55,000 
~mployces. 
The newly independent PacTel 
Corp. - which may change Its 
name - will consist of unregulat· 
t'd wireless operations such as cel· 
lular-telephone and paging servic· 
t:s. They generated revenues of 
$829 million in the 12 months that 
ended September 30, and they em-
ploy 4.000 people directly, plus 
thousands more in joint ventures. 
The spmoff should have little 
immediate effect on telephone 
l'Ustomers or Tl!lesis employees. 
Unlike mergers. which generally 
r:ause layoffs throueh the elimina· 
lion of duplicate johs, divestitures 
usually require the hiring of nP.w 
t•molnvPPo; 
Comilned Value 
1:urrent shareholders will re-
tain thCJr Telesis stock and be giv-
en shares in the new PacTel Corp. 
Analysts say the combined value 
probably will be higher than the 
current pr1ce of Teles1s stock. 
Telesis closed yesterday on the 
New York Stock Exchange at 44%, 
down 1/z. Trading in the stock was 
halted just before the company 
made its announcement, and it 
never resumed. 
Sam Ginn, chairman and chief 
executive of Pacific Telesis Group, 
said the deal is "in the long-term 
interests of our share owners, our 
employees and our customers." 
Ginn. 55, will become chairman 
and CEO of PacTel Corp. after the 
deal closes. Lee <.:ox, 52, will be· 
come president and chief operat-
ing officer. 
Phil Quiqley, Pacific Bell's 
CEO, will retain his position and 
also move up to become chairman 
and CEO of Pacific Telesis Group. 
"Once the separation has oc-
curred, the wireless business, free 
of regulatory restraints, should be 
able to experience enormous 
growth," said Barbara Goodstein, 
mana~ing analyst for The Spin-Off 
He port. a newsletter directed at in· 
'ititutionallnvestors. 
Enormous A•ounts of Copltal 
Experts say that the wireless 
llusmess also will find it much eaSI· 
er to raise the enormous amounts 
of capital required for entry into 
new technologies aniJ lnternarlon-
alm:~rkN!i. Ft•tlcral and state rej!\1· 
lations har regional telephone 
companies from usmg ratepayer 
fees to help subsidize such nonre· 
gulated hnsinesst.s. 
( :;iln said th~ IICW I'. l'Tel Corp. 
expects to raise $750 million. either 
from private investors or the pub· 
he sale of stock or both. to finance 
new ventures. Analysts say that di· 
vestiture will make it easier to 
ra1se capital and should make each 
of the two stocks popular with in· 
vestors. 
Those who want a stable stock 
with a high-paying dividend wiJI 
be willing to pay a slight premium 
to buy Pacific Telesis shares, the 
~nalysts say, and more aggressive 
anvestors willing to take a chance 
that w1reless companies will pro-
due~ e~traordinary long-term 
profus w11l pay a premium for Pac-
~[!J stock. 
Micha.el Elling, an analyst at 
Oppenheimer &r Co., said the deal 
could push the combined price of 
the two stocks to about $53 when 
the spinoff is completed a vear 
r.rom ~ow. That would represent a 
~.:am o1 ru•arlv 20 percP.nt from \'('S· 
tcnJay's closmg price. · 
Divestiture would free both 
companies from reRulations that 
l~revcnt them from enterin~f the 
new market for per~)nal-commu-
nication systems- inexpensive, ti· 
uy pocket phones that people 
could carry and use anywhere. 
Both companies might also com· 
pete head-on in the new market 
for home multimedia products, 
with one company transmitting 
\'Ia Wireless radio frequencies and 
the other by wires that enter \'irtu· 
ally every home. 
Ginn said that many regulatory 
hurdles must be cleared before the 
spinoff can become final - nota· 
bly with the Federal Communica· 
lions Commission.· However. he 
said he does not believe that the 
deal requires the approval of ei· 
ther the California Public Utilities 
Commission or U.S. District Judge 
llarold nreene, who orersaw the 
breakup o{ the former Bell system. 
Audrie Krause, executive di-
rector of Toward Utility Rate Nor-
malization. a consumer group, said 
· he hopt!s rel!ulatnrs 1.!1\'P. 1111' •lrwl 
·:ery close scrutiny. If it turns out 
that captive ratepayers have help-
ed to provide the capital for the 
wireless servicp_s to be di\·ested. 
then they will need to lie compen-
~:Jted for this." 
1 
PACIFIC TELESIS: 
Firm to Split Into 2 Entities 
PACIFIC TELESIS SPLITS APART 
P'lcrflc Telesrs Group 'l board has approved a cran to sam .;;.'T •Is 
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Spino Sets Sights Abroad 
Hy Julm Eckholl8e 
Chrunlrte Slq6Wrller 
Most people consider Pacific Telesis 
a local telephone company, but there's a 
huge international operation Inside 
that's on the verge of breaking away. 
After Pacific Telesis spins off PacTel 
Corp., a plan announced last Friday, the 
bulk of the new company's growth may 
come from telecommunications ventures 
in Asia and Europe. International reve-
nues could surpass domestic sales by the 
end of the decade. 
"We think of the Pacific Rim and Eu-
rope as California during the Gold Rush," 
said C. Lee Cox, who will become presi-
dent and chief operating officer of PacTel. 
Countries all over the world are on the 
verge of awarding licenses to buUd and 
operate ceUular telephone systems that, 
combined, dwarf those in the United 
States. 
Already PacTel's four international 
cellular operations have 30 million poten-
tial customers versus 33 mUllon in the 
United States. PacTel's German cellular 
operation bas 1,000 transmission towers-
more than the total of the cellular services 
in the eight U.S. metropolitan areas in 
which PacTel holds a stake. 
Internationally, PacTel is a minority 
partner in cellular services in Germany, 
Japan, and Portugal. It's rushing to win 
some of the cellular licenses that will be 
awarded in the next couple of years in Ita-
ly, Spain, France, Korea, Australia, Bel-
gium and the Netherlands. 
"We have a vision statement at PacTel 
that says we want to be the leader in wire-
less communications in the world'~> best 
markets, those with favorable political, 
economic and demographic profiles," said 
Cox. 
To succeed in these ventures, however, 
PacTel needs to get free from its parent 
corporal 1011. 
"The cellular telephone thn~iuu llt!l'tb 
capital to build out, but raising money Ct't>· 
ales friction," said John Bauer, an analyst 
at Prudential Securities. "If they sell 
bonds to raise money, the Califurnia Pub-
lic Utilities Commission and the rating 
agencies become concerned. II tht!)' issue 
stock. shareholders become tonccrncd he· 
cause it dilutes their holdings. And the 
company loses because it has to pay out a 
cash dividend un each :.hare." 
PacTel plans to leave with 1111 1ld.1t au.: 
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• Pacific Telesis Group 
Heoclquarten San Francisco 
CEO Phil Quigley 
Business Local phone service 
and directories 
Employees 58,200 
Revenues $9.1 billion* 
Profits $1.0 billion* 
' :Ito" • •• 
• Operating units 
Pacific BeH local phone service 
~ 
11 . 1 million customers 
54,8.4.4 employees 
$8.85 billion revenues 
$942 million profits 
PaciJICBelf 
Directory Phone directories 
~ 2,733 employees 
~ $1 billion revenues* • ___ _..:_ 




9 50 employees 
$157.8 million revenues** 
$20.2 million profits* • 
PacTel Cable Partner in cable 
television service in 
Great Britain. 
Telesis has put its 
share up for sale 






Heaclquarten San Francisco 
ao SamGinn 








• Operating units 
PacTel Cellular Mobile phone 
service in the Bay Area, 
Atlanta, Dallas, Cleveland, 
1 
Detroit, Sacramento,los 
- Angeles and San Diego 
656,000 customers 
$672 million* revenues 
$93 million* net income 
PocTel Paging fourth largest 
~ 




in 25 U.S. 
metropolitan markets 
PacTel Teletrac Vehid&-location 
~ service operating 
in six u.s. cities 
International Minority interests 
in various wireless paging 
• 
cellular and credit card 
verification services in 
Germany, Japan, Port-
ugal, Spain, France, Thailand , 
and South Korea. Not all serv- ~ 
ices operate in each country. ~ 
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From Page Cl 
raise about $750 million through 
the sale of stock. 
"That will certainly give them a 
strong balance sheet and a decent 
amount of firepower to do some 
acquisitions or make some invest-
ments," said Barry Kaplan, cellu-
lar analyst at Goldman Sachs. 
The stock market appeared to 
look favorably on the breakup of 
Pacific Telesis. In its first day of 
trading since the announcement, 
Telesis shares closed up ~ at 44o/• 
after bitting a 52-week high of45~ 
during the day. 
Besides unleashing Interna-
tional potential, the divestiture 
will create new domestic opportu-
nities for PacTel. It could, for in-
stance, use its cellular operations 
to provide long-distance service 
from San Francisco to Los Angeles 
- something that the regulated 
Pacific Telesis is barred from do-
ing, 
PacTel Corp. also expects to ex-
pand its mobile data division, to 
provide wireless customers with 
the tools to perform from their car 
any computerized tasks they now 
perform in their office. 
Cox said the benefits of the di-
vestiture for PacTel are threefold: 
freedom from restrictions that 
prevent it from growing in partic-
ular markets; flexibility to finance 
its growth; and sharpened focus on 
the best markets in which to com-
pete. 
Several top executives may suf-
fer financial harm, at least Initial-
C. LEE COX 
President of the new company 
ly, from their decision to leave Tel· 
esis for the new, smaller company. 
A survey by compensation consul-
tant Sibson & Co. shows that the 
CEO who runs a $1 billion corpora-
tion like PacTel gt>nerally earns 
half the base pay of a CEO at a $9 
billion company like Telesis. 
"What I expect and what I 
would recommend is that the 
board of directors cut their sala-
ries," said Mark Edwards, a princi-
pal in Sibson's San Francisco of-
fice. "But they should be given an 
opportunity to earn significant re-
wards through stock options." 
Pacific Telesis CEO Sam Ginn 
earned $1.8 million and Cox, group 
president at the PacTel Compa-
nies, earned $1.04 million in cash 
compensation last year. 
PPUCfaces 
loss of rate 
oversight 
on cellular 
By Pam Slater 
Bet! Stafr Writer 
Stale regulation of Lhe cellular 
phone business would be elimi-
nated under proposed li.>deral leg-
islation. 
If successfu I, the bill would 
yank pricing control of cellular 
phones away from the Public Util-
ities Commission in California 
and similar governmental bodie11 
in other states. 
Cellular phone officials say such 
deregulation would result in more 
competition, better service und 
lower prices, while oppunents of 
thP measure suy higher price11 
wu1.1ld result. 
The deregulation measure is 
part of a broader bill spcmsun.od by 
Rep. Edward Markey, 0-Muss., 
which would uuthurize the .:uv-
ernment to auctiun uff unused 
military radio frequencies to pri-
vate lirm11, including thutic that 
sell digital pobriug and olhea· wia·e-
less communicutiom; services. 
Those companie11 aa·e nul ret.'U· 
fated by public utilities, and cellu-
lar companies arb'Ue they would 
be at a disadvuntagc if tim cellular 
business remained ret.'Uiatc.:d. 
The cellular phone industry 
says consumers would henl'fit 
from such dereb'Uiatiun bt.'Cctuse it 
would increase competition in the 
field of wirelellll communication. 
But PUC nfficial11 cnmplaincd 
Wednesday that the le~:islalion -
upprovt.od thi11 week by the House 
Commiltee on Energy and Com-
merce - would nullify its long-
standing efforts to lower ratcs. 
"If ultimately passed by Con-
gress, this legislation will effec-
tively remove the states from en-
suring the just and reasonable 
provision of local telc.•phone ser-
Pleue see CELLULAR. P•le F! 
Con&laued from pa1e Fl 
vices," said PUC commissioner 
Norman Shumway. 
"The legislation will negate (the 
PUC's) abiJity to provide any re-
lief to the millions of consumen 
uaingtheae services," he B~Ud. 
W)sile it would take away the 
PU(Is authority to regulate pric-
Jng,1t would result in "a level 
!playing field" for all wirelesa pro-
, videra, said Maggie Wilderotter, 
president of the California/Neva-
da region of Cellular One. 
The proposed legislation is be-
ing opposed by cellular rcsellen, 
which by law are allowed to buy 
cellular time wholesale from the 
cellular carriers and resell it to 
customers. 
"It will clamp a lid on competi-
tion and keep basic cellulu usage 
and access rates artificially high,'! 
said David Nelson, pr:eaident of 
California's Cellular Resellera As~ 
aociatifln. '"It will give the carriers 
carte blanche to raise rates." 
But Wilderotter argued that in·. 
creased competition will drive 
down price&, citing a industry 
study that said states that have 
deregulated their cellular carriere 
have lower rates. 
Cellular users in San Franciac:o 
and Loa Angeles pay some of the 
highest rates in the nation at 
nearly $100 per month. Average 
rates in Sacramento range from 
$52 to $60 a month. 
Staff writer Clint Swett contrib-
uted to this story. 
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California Public Utilities Commission 
505 Van Ness Avenue, ioom 5301 San Francisco, CA 94102 
CONTACT: Armando Rendon May 12, 1993 CPUC-052 
415-703-1366 
CPUC WARNS THAT FEDERAL PREEMPTION OF MOBILEPHONE '·' 1 )' ' ,,. . 
J 8 i9gJ REGULATION WOULD RAISE RATES 
Commissioner Norman Shumway of the California Public 
Utilities Commission (CPUC) today warned that a bill passed 
recently by the House Committee on Energy and Commerce would 
nullify the CPUC's longstanding efforts to lower cellular phone 
rates. 
"The proposed bill would preempt the states from regulating 
the entry and rates of all mobile telephone services," 
Commmissioner Shumway stated. "If ultimately passed by Congress, 
this legislation will effectively remove the states from ensuring 
the just and reasonable provision of local telephone services. 
The legislation will negate the CPUC's ability to provide any 
relief to the millions of consumers using these services," he 
concluded. 
In recent decisions, the Commission has concluded that 
additional measures are needed to put pressure on the cellular 
industry to provide Californians. with competitive prices. 
Federal Communications Commission rules have limited the number 
of firms offering cellular service to two in each metropolitan 
area, and its hands-off policies have allowed each firm to have a 
~--··-··-
financial stake in the other with minimal federal oversight. The 
result is weak competition wh~ch appears to many industry 
observers to be responsible for high rates. 
While increased competition from firms offering new mobile 
technologies may ease the problem in the long-run, it is likely 
that a fully competitive market will take several years to 
develop. In the meantime, preemption of state regulation would 
mean that consumers will be unprotected. 
-more-
CPUC WARNS THAT FEDERAL PREEMPTION -2-2-2 
The legislation, however, does not just affect CPUC 
regulatory authority over the state's cellular industry. Over 
time, the CPUC would lose the ability to assure that all 
Californians have affordable access to vital telephone services. 
As mobile telephone services such as cellular rapidly become 
a major part of the basic telecommunications infrastructure of 
the State, the CPUC would lose the means to assure that all types 
of wired and wireless telephone firms including cellular 
cooperate to provide and, if necessary, fund measures necessary 
to maintain essential service to all Californians. 
California state policies have often led federal 
policymaking, such as in the area of universal access to 
telecommunications services for low-income households, and the 
deaf and disabled. Federal preemption would exclude mobile 
service providers who happen to use particular radio technologies 
from paying their share of these social costs, artificially 
distort the technologies businesses choose, and give mobile 
companies an unfair competitive edge. 
Commissioner Shumway met with members of the House 
Committee on Energy and Commerce to convey these concerns. The 
bill, whose principal purpose is to allocate spectrum to mobile 
services, will now go to the full House as part of the budget 
reconciliation package. 
A Senate bill, which does not preempt state regulation in 
this area, is proceeding in parallel with the House bill. 
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Informational Hearing 
senate Energy & Public Utilities Committee 
Tuesday, May 25, 1993 
Room 3191, State Capitol 
STATUS OF THE PUBLIC UTILITIES COMMISSION'S REVIEW 
OF THE PROPOSED PACIFIC TELESIS' "SPIN-OFF" 
CHAIRMAN ROSENTHAL - Opening statement: Good afternoon and welcome 
to this oversight hearing of the Senate Energy and Public Utilities 
committee. Today we are reviewing the status of the PUC's 
consideration of Pacific Telesis' proposed spin-off of its wireless 
companies such as Pac Tel Cellular which owns valuable cellular 
telephone operations in Los Angeles, San Diego and here in 
Sacramento. 
We are witnessing in California the first "Baby Bell" to announce its 
own breakup and restructuring since the breakup of AT&T in 1984. 
California wireless companies, worth billions of dollars, are about 
to spin away and free themselves from the regulatory and market 
constraints caused by their affiliation with traditional phone 
systems. Many anticipate that the spinoff will lead to enormous 
growth opportunities for the independent Pac Tel wireless company in 
both domestic and international markets. 
As I have previously indicated to the PUC, Telesis, and other 
parties, I am not opposed to the spin-off, nor do I endorse it. One 
great advantage to the spin-off is that it will remove the risk of 
"sweetheart deals" between Pac Bell and its Pac Tel affiliates that 
injures both ratepayers and competitors. However, at the same time, 
I do not want a spin-off to take place that causes injury to the 
ratepayers -- and there is a claim before the PUC that the spin-off 
will harm Pac Bell ratepayers if they are not first properly 
reimbursed for their past contributions to the wireless operations. 
I don't claim to know the answer to whether ratepayers are entitled 
to compensation before the spin-off takes place. How~ver, I believe 
there may be significant ratepayer interests at stake that justify 
the PUC clearly and effectively asserting legal jurisdiction over the 
case, and conducting a careful investigation. However, there seem to 
be serious impediments to this goal. And that's the reason I have 
called for this hearing. I have three major concerns about this 
case. 
First, I am concerned about Telesis' claim that the PUC has no legal 
authority to approve or disapprove this multi-billion dollar spin-off 
of cellular telephone utilities. I don't agree. 
Second, I am concerned about Telesis' full court press to persuade 
the PUC to rush to judgment. My office was even contacted by the 
Governor's office on this matter, and I find it unusual that the 
Trade and Commerce Agency has intervened before this independent 
regulatory commission on behalf of Telesis. I should note that the 
Trade and Commerce Agency declined to testify at today's hearing. 
And third, I am concerned about the relationship of the spin-off to 
efforts by cellular companies, including Telesis, to lobby Congress 
to preempt state regulatory authority over cellular rates. I believe 
the PUC must deal with potential spin-off problems now because it may 
not have a second chance later if preemption occurs. 
My main goal as committee chairman has been to protect consumer 
interests by assuring that the PUC maintains fair procedures that 
provide a reasonable opportunity for ratepayer protection views to be 
fully and fairly considered. I am not confident that this is being 
achieved in the PUC's review of the spin-off. 
-2-
I understand Telesis' desire to move this case along as quic~ly as 
possible to maintain the viability of the spin-off. However, I am 
seriously concerned that the proposed schedule for this proceeding 
may not provide sufficient time for ratepayer interests to adequately 
prepare and plead their case to the PUC. 
Also, I do not believe that Telesis' preferred accelerated schedule 
for capitalizing the spin-off in the stock market should be relied on 
by the PUC to justify an unreasonably short PUC hearing schedule. I 
believe Telesis could have and should have come to the PUC early 
enought to accommodate both a reasonable time for PUC review of the 
spin-off and its preferred stock market timing schedule. 
Finally, I strongly believe the PUC needs to slow down its review of 
the spin-off of cellular operations to examine carefully the impact 
of pending federal legislation, supported by Telesis, to preempt 
California's ability to regulate cellular rates. Yesterday I 
received a letter from U.S. Senators Dianne Feinstein and Barbara 
Boxer indicating they are battling against preemptio~. Given this 
threatened loss of jurisdiction, I believe it would be prudent for 
the PUC to resolve all spin-off-related ratepayer issues now rather 
than relying on its uncertain authority to correct problems later. 
I have told all the parties that it is my hope that they reach a 
"settlement" on a reasonable schedule to consider these issues that 
is responsive both to the company's desire for expeditious review and 
consumer group requests for a fair process to protect ratepayer 
interests. I am still hopeful that a settlement will occur. 
Let's begin the hearing. The agenda starts with the head of the 
PUC's Division of Ratepayer Advocates -- ORA -- explaining ratepayer 
interests that are at stake in the spin-off. 
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Mr. Texeira, thank you for coming. In the beginning of your remarks, 
can you briefly set the stage for us in terms of the steps that have 
taken place in the PUC review process, and where we stand today, 
before describing ORA's concerns. 
MR. EDMUND TEXEIRA: I have with me on my left Jerry Thayer, he's our 
counsel for this proceeding and on my right is Karyn Notsund. She is 
one of the lead analysts on the proceeding. 
SENATOR ROSENTHAL: Welcome. 
MR. TEXEIRA: First of all in response to your question, kind of a 
short general history. In November of 1991 Pac Telesis announced 
that they were studying the potential for a spin-off. In December of 
1992 they announced the actual spin-off; in mid-February of this 
year, the Commission issued its Order Instituting Investigation (OII) 
into the spin-off. On March 1, 1993, Pac Telesis made its filing in 
response to that OII. On March 15th and 16th of this year, workshops 
were held. on March 30th there was a prehearing conference. On 
May 4th there was an assigned commissioner's ruling. On May 18th we 
filed our briefs on the legal issues. The rest of the schedule calls 
for the parties to file testimony on June 7th, with hearings to start 
on June 17th and if the Commission finds that any legal matters need 
to be briefed, then the briefs would be due on June 28th. And that 
in a nut shell is the actual schedule that we are faced with. 
If I might go into my other testimony. First of all ORA does not 
oppose the spin-off. And you know our role. The DRA is the most 
independent part of the Commission and I do not speak for any of the 
Commi~sioners, individually or collectively, in any shape or form. 
We do believe that ratepayers are owed compensation from Pac Tel for 
the ratepayers contributions to the development of the Pac Tel 
Cellular business. The California wireline licenses alone are worth 
approximately 2 billion to 3 billion dollars. And DRA opposes 
spinning off these assets for the benefit of shareholders alone. 
-4-
Pac Tel was awarded these cellular licenses in Los Angeles, San Diego 
and Sacramento only because Pac Tel was an affiliate with Pacific 
Bell. If Pacific Bell had not been the local telephone company in 
these markets, Pac Tel would not have been awarded these licenses. 
Further, all of Pac Tel's original assets and cellular expertise came 
from AT&T's cellular subsidiary which was financed originally with 
ratepayer money as well. In addition, Pac Bell has benefitted since 
its formation from getting capital at utility rates instead of having 
to finance its cellular operations with junk bonds as McCaw Cellular 
was forced to do. 
ORA strongly objects to CPUC's rushing its review and Pac Bell 
insisting that a lengthy review would send negative signals to the 
business community about the regulatory environment in California. 
What's at stake here is the first significant spin-off in the 
country, I believe, of a cellular business from a wireline business 
and this is the first of its kind. This is going to be the model, I 
would assume, for the rest of the spin-offs that may take place in 
this country, and certainly, this matter should be studied 
extensively to make sure that it is done properly and that it is in 
the interests of all the people of the country. 
Telesis · has not demonstrated that the spin-off is good for the 
California economy other than to insist that two businesses are 
better than one. 
ORA is also concerned about recent Pac Bell statements that Pacific 
Bell will not have the necessary equity to adequately fund the needed 
telecommunications infrastructure in California and so may need to 
request ratepayer funds. This happened at an Assemblywoman Moore 
hearing in Sacramento not too very long ago. 
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Since 1984, when Pac Bell was formed, Telesis has been pumping equity 
into Pac Tel out of Pacific Bell dividends. Only in the last few 
years has Pac Tel been in a financial position to pay any dividends 
to Telesis. Now, just as Pac Tel might be in a position to help 
Pacific Bell the way that Pacific Bell helped Pac Tel, Telesis 
proposes to spin-off Pac Tel. ORA objects to allowing Telesis to 
incubate highly risky businesses under the holding company umbrella 
and then spin-off only the lucrative companies when they are on a 
firm financial footing. Pac Tel is leaving behind its money-losing 
businesses in real estate and cable TV in England. Even though these 
businesses are currently under the Pac Tel holding company structure, 
in the spin-off proposal they will be left behind along with their 
debts. 
ORA firmly believes that there are numerous ratepayer issues that 
must be looked at before the CPUC can issue a decision on what the 
ratepayer impacts are. Until there is a careful review of these 
issues, including many implementation issues that have not yet been 
finalized by Telesis, it is inconceivable that the CPUC could give 
Telesis a complete blessing about the impacts of the spin-off. 
I went into the schedule, one thing I would like to mention in 
addition to that is -- when Telesis came to tell me about the filing 
before they had made it -- and I took a quick glance at the filing 
and I remember asking the person who came to see me (who is now in 
the audience) this spin-off is very very interesting, however, as I 
read your proposal -- there is nothing to benefit the ratepayers that 
I could see. It looked like it was strictly for the benefit of the 
stockholders. And I said, gee, it would be a good idea, that when 
you actually make your filing, that you at least attempt to 
demonstrate at least some ratepayer indifference or at least some 
ratepayer benefit. When the actual filing was made, the filing had 
not changed and there was no ratepayer benefit. 
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As Telesis' previous plans to initiate a spin-off in October of 1987 
illustrate, no one can accurately predict the best time for a stock 
issuance. Telesis' investment banker will tell you that the sooner 
the initial public offering (IPO) goes out, the better. However, 
neither he, nor any other investment banker, can guarantee that this 
July or next July will be better or worse. The market is dynamic and 
there is no certain methodology for determining the absolute best 
time for a given stock issuance. Given this amount of uncertainty, 
it would be irresponsible for the CPUC to use a Telesis July deadline 
or any other deadline to set the schedule for adequately considering 
ratepayer interests. 
In an attempt to accommodate Telesis's desires and to speed the 
process, ORA offered to bifurcate the review process. The first 
stage would investigate the issues relating to whether the ratepayers 
have a claim to compensation from Pac Tel. ORA would be ready to go 
to hearings on this issue alone in mid-July. The second stage would 
determine the amount of ratepayer compensation due, assuming ORA 
prevails in the first stage. The second stage would also review 
other issues, including such details as which organization gets which 
assets. The second stage would require at least four months 
preparation time. 
ORA has had very little time and resources to review the spin-off, 
especially in light of the magnitude of the assets being spun-off and 
the time and resources that Telesis has devoted to it. Three weeks 
ago Telesis assented, and we are thankful for this, to ORA's March 30 
request for consultant help. This assistance will speed ORA's work 
but more progress could have been made had Telesis cooperated 
earlier. 
ORA takes seriously its obligation to protect ratepayer interests. 
In this matter, ORA urges the CPUC to take the necessary time to 
review this complex and unprecedented issue. 
Thank you. 
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SEN. ROSENTHAL: Let me ask you a few questions. First of all, do 
you think that the PUC has the legal authority to approve, condition, 
or disapprove the spin-off? 
MR. TEXEIRA: Yes. 
SEN. ROSENTHAL: Who has the burden of proof regarding protection of 
ratepayers? 
MR. TEXEIRA: The proponent of the project normally has the burden of 
indicating and certainly would have the burden of proof. I would not 
anticipate that it would come out with a strong plea to protect the 
ratepayers and we would have to adjust it. But certainly the burden 
of proof rests with the proponent of the action. 
SEN. ROSENTHAL: A couple of things have come to my attention. What 
are your views on the spun-off wireless company using the name Pac 
Tel? 
MR. TEXEIRA: We think that it has some value and that if it is going 
to be used it should be -- the ratepayers should be compensated for 
it in some fashion. 
SEN. ROSENTHAL: Normally in cases of this magnitude, in terms of 
preparation and hearings, how much time were you usually given? 
MR. TEXEIRA: This proceeding is kind of unprecedented. I don't ever 
remember us having a spin-off, certainly a spin-off of this 
magnitude. There have been spin-offs of small portions of property 
in the past. This one is a pretty massive one. But if you were to 
compare this to its opposite, like a merger, and you could think of 
the San Diego Gas & Electric Company, Southern California Edison 
merger. Now that proceeding took several years to complete and there 
was a lot of testimony. We don't think this proceeding has the 
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antitrust type issues that proceeding had, so I don't think you could 
conceivably believe that it would take that long. But it would seem 
that it would take a very minimum of six months to a year, would be 
an appropriate time frame. 
SEN. ROSENTHAL: Has there been a Commis~ion response to your request 
for a change in the schedule? 
MR. TEXEIRA: Not yet. 
SEN. ROSENTHAL: And you are no closer to a settled agreement on a 
schedule? 
MR. TEXEIRA: We've never really discussed a settlement on the 
schedule itself. We have had settlement negotiations on the big 
issue of the amount of compensation with Pacific Telesis. We have 
been discussing that matter for awhile. But we have never had a real 
settlement discussion on the schedule itself. 
SEN. ROSENTHAL: I see. Now, just finally, there is this problem of 
federal preemption which is taking place in Congress on cellular rate 
regulation. Do you think that that might complicate the PUC's 
ability to fix a spin-off problem at a later date? 
MR. TEXEIRA: I can't see how it could help. It certainly should 
complicate the CPUC's life and certainly ours as well in trying to 
protect ratepayer interests. 
SEN. ROSENTHAL: Thank you very much for your testimony. 
Now I would like to bring up four persons, Thomas Long, Edward Perez, 
Robert Gnaizda and Alan Gardner. Also Michael Phillips with Mr. 
Gnaizda. 
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Now, I am going to ask each one of you two questions which I hope you 
will cover in your testimony. Different questions for different 
players. I have a couple of questions for Toward Utility Rate 
Normalization (TURN). 
As part of your testimony, could you explain your position that the 
spin-off of profit-generating cellular operations could harm 
ratepayers by cutting off a major potential funding source for Pac 
Bell network investment; second, why do you think Telesis's financial 
market-timing request should not drive the PUC schedule? 
Just identify yourself for the record. 
MR. THOMAS LONG: My name is Thomas Long and I am a staff attorney 
for Toward Utility Rate Normalization or TURN. 
The first question you asked Senator Rosenthal is a very good one. 
The facts related to this transaction show that Pacific Bell has 
nourished the development of the entities that Telesis proposes to 
spin-off; primarily Pac Tel Cellular but also the paging operations 
as well. They have done that through enabling cellular to finance 
its operations with low cost debt. They have provided cash infusions 
that have come from Pacific Bell profits and appreciation reserves. 
They are providing what I call a final parting gift to Pac Tel 
Cellular of 800 million dollars. Sort of a going away present. All 
this money is money that could have been used and could still be used 
to fund the Pacific Bell telecommunications network and its 
infrastructure. Instead though, it has gone to develop other 
interests. 
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Now that Pac Tel Corp. and Pac Tel Cellular are well positioned, are 
financially strong, debt free, Telesis proposes to eliminate them 
from the Telesis family, so that they are not able to return the 
favor to Pacific Bell and its ratepayers. This is especially 
troubling now because of statements that Pacific Bell has been making 
in the Legislature, before the Public Utilities Commission and in 
various forums around the country. What they are telling these 
various forums is that they are in a difficult cash-flow situation to 
be able to enhance the telecommunications infrastructure the way some 
would like. And this kind of statement is totally inconsistent with 
what Telesis is proposing to do in the spin-off. They are getting 
rid of a major cash-flow potential here. And at the same time, they 
are claiming to be cash poor. It just doesn't wash. So we are very 
concerned about that and what the proposals have been with respect to 
infrastructure is that Pacific Bell needs ratepayer money, they need 
higher rates. They need more money from ratepayers in order to fund 
infrastructure. If they hang onto cellular, they won't need that. 
In fact, Sam Ginn, the Chairman of Telesis, recognizes this very 
fact. It is in a letter in the record in the PUC proceedings where 
he said, if we get rid of our cellular operations, it will take away 
some of the pressure that the PUC might put on us to use our cash 
flow from cellular to fund our telecommunications infrastructure. I 
am paraphrasing, but that was the very point of his comments. so I 
think this is well known. 
The second question you asked, Senator Rosenthal, is about the claims 
of urgency of Telesis related t~ the timing of their IPO. I have to 
say that those claims sound like someone who has allowed ten minutes 
for a twenty minute cab ride to the airport; wasted a lot of time and 
then called the cab and then when they missed their plane, they 
blamed it on the cab. It's not the cab's fault, it's that they have 
been dragging their heels. In fact, Telesis has known of the need 
for this type of transaction way back since 1987, when they first 
proposed a lesser spin-off, a lesser carve-out, and then did not go 
ahead with it when market conditions turned down. 
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Since then, they did nothing until 1991, in the fall of 1991, when 
they first began reexamining this issue. They took a year and three 
months before finally getting this before the PUC. Now they tell us 
as ratepayer representatives and the PUC that you've got to turn this 
around right away, or else we are going to lose an opportunity. That 
starts to sound to me like the sort of high pressure pitches you hear 
on UHF where they say, act now, this opportunitiy won't last forever, 
hurry, hurry. And, I think most of us know enough to recognize that 
when people are telling you to rush and that there is a big 
oppportunity that is going to be lost, that's exactly when you need 
to take your time and be careful and make sure that something 
injurious is not going to happen. 
I think the DRA has done a terrific job in demonstrating that there 
are very serious issues. I commend them on the work that they have 
done before the PUC and we are here to support them in their efforts. 
SEN. ROSENTHAL: Thank you very much. I have a couple of questions 
for the City of L.A. Mr. Perez, in your pre-hearing brief you have 
expressed concerns about the PUC rubber-stamping utility proposals 
without a hearing. First of all, I would like you to elaborate on 
that and the second question: You have stated that compensation to 
ratepa~ers tied to the spin-off could help lower basic telephone 
rates. If you would. 
MR. EDWARD J. PEREZ: Thank you Mr. Chairman. Thank you for the 
opportunity to appear and testify here before your committee. 
My name is Edward Perez, I am assistant city attorney for the City of 
Los Angeles. I am here representing approximately 4 million people 
and approximately 2 million of them are ratepayers. The City 
telephone bill is over 20 million dollars annually, so we have a very 
important, serious concern on anything of the magnitude that is being 
presented here today regarding the spin-off. 
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I have been practicing before the state Public Utilities Commission 
since 1978. I am very familiar with PUC proceedings and what has 
taken place in the past and what is taking place here. I mention 
this to you only to point out one thing. In those fifteen years, 
this spin-off to me is one of the most important proceedings before 
the PUC with the exception of perhaps divestiture, and with perhaps 
the exception of the new regulatory framework. The importance is 
there and I want to emphasize that and to underscore it which is why 
I join in with the PUC staff and with TURN and others demanding a 
regular hearing process. 
In the old days, and I am from the old school, there were two-year 
rate cases and that was unacceptable and I do understand that. But 
we have gone to two-year rate cases to one-month proceedings without 
a public hearing, with a couple of ex-parte contacts, with 
declarations from Telesis executives and all of a sudden a decision 
that could impact millions and millions of people in the state of 
California is made. And I think that is unnecessary and in the last 
15 years I think that it is unheard of and I think we really should 
not permit that. I think we should take our time in this case 
because it is so complex. I want to stress, the City of Los Angeles 
is not opposed to the spin-off. What we do oppose is an expedited 
hearing process that could result in the rubber-stamp of this 
proposal by Telesis. Maybe it's in the best interests of the economy 
as some are asserting. Fine. Let's get those people and their 
experts to come forward and testify and demonstrate, under oath, with 
cross-examination, that that in fact is the case. And if they 
prevail, they prevail. Right now, we don't know. And that is the 
important thing about the rubber-stamping in the hearing process. 
Also I would like to stress a very important thing. With this new 
regulatory thinking before the PUC, everything is expedited now, we 
have this new regulatory framework concept. That's where the 
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utilities are permitted to make decisions unilaterally regarding 
rates, without a public hearing. And we expect a decision very soon 
in the new regulatory framework proceeding that is expected to 
perhaps double rates for basic telephone use. Now, that, I think, 
may threaten universal service. Universal service says that everyone 
should have a phone for police, fire and safety purposes. You can't 
run to a coin phone down on the corner when your neighbor is being 
burglarized or the house next door is burning down. You need a 
phone. I think that if in fact basic service rates double or triple 
or go up significantly, we will see a large number of users dropping 
off the system. This affects the City of Los Angeles greatly. And I 
think one question and I don't know the answer, but why we should 
have hearings is what impact this would have on the varied ethnic 
groups in Los Angeles. The Asians, the Hispanics, the 
Afro-Americans, those people who a lot of them are on the marginal 
level anyway economically. What impact will it have on them? Now, 
Telesis is saying no impact. Telesis is saying well, we've had 
universal service public hearings in the past and everything's 
resolved. I submit to you, Mr. Chairman, that perhaps, if the 
figures are correct that are being bandied about in this proceeding, 
that likely hundreds of millions, maybe billions of dollars should be 
paid back to Pacific Bell. That money can be used to keep rates down 
and to protect the concept of universal service in California. And 
that is how we can use that, Mr. Chairman. 
What I'm saying, Mr. Chairman is, let's have some hearings. Let's 
have this out on the public record. And if Telesis is correct then 
fine, they can get their way. Now, one thing I want to suggest and 
please don't misunderstand me, I am not threatening law suits or 
legal remedies, but everyone is concerned about this IPO. If we 
don't have the intial public offering in July then we are going to 
lose this opportunity. Well, I asked Pacific Telesis, when they come 
up here to address you, what will happen if someone files a Writ of 
Review before the California Supreme Court. What would that do to 
the IPO? I think it is foolish and improvident of them to push this 
without a public hearing process. 
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And finally, I have learned to accept, grudgingly, that because of 
regulatory lag, and because of the changes in technology, we can't 
wait for decisions. I understand that and I understand why Telesis 
is looking for a quick decision. They are trying to do what's in the 
best interests of their organization. That's fine. I don't begrudge 
them for that. However, the ADR process, alternative dispute 
resolution process, I grudgingly embrace that now. I think that if 
we did that, we could resolve many of these issues in short order. 
We won't resolve them all I don't think, then when we do have a 
hearing process, it will be a shorter hearing process, and perhaps 
you can wrap all of this up in four to six months, and that will make 
everybody happy, including myself, because I am one attorney doing 
three jobs today because of our budget problems. And I can only come 
up here and participate when I can. For instance, I didn't have time 
to prepare a response to Commissioner Shumway's briefing schedule. 
Last Monday, bri~fs were due. There is just no way I can do it. I 
need a little bit more time. I'm relying on staff and I'm relying on 
the fine efforts of Public Advocates, Inc., and TURN who are really 
active these days. And with that, Mr. Chairman, if you have any 
further questions, I would be glad to answer them. 
SEN. ROSENTHAL: Thank you very much. Mr. Gnaizda, I am going to 
give you a couple of questions. If you are challenging Telesis' IPO 
stockmarket schedule, I would like to have you explain your concerns 
in your testimony. The second one, your brief on the spin-off notes 
that Pacific Bell was recently hit with a 50 million dollar penalty 
for harming ratepayers. Why is that relevant to the spin-off? 
Identify yourself for the record. 
ROBERT GNAIZDA, ESQ: I am Bob Gnaizda, an attorney with Public 
Advocates and I am representing as well the World Institute on 
Disability and the Mexican-American Political Association. 
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Thank you Mr. Chairman and members of the committee. I would like to 
answer both of the questions, I'll start with the latter because it 
is quite brief. We believe there are serious questions as to the 
integrity of the responses that Pac Bell has provided here, including 
the declarations regarding the need for a rush to judgment and 
expedited hearings. 
We think, therefore, it is appropriate to look at the recent past 
history that the PUC and its Administrative Law Judge (ALJ) have 
described regarding Pac Bell's misleading efforts toward the 
commission in the recent past. The ALJ in the late charge proceeding 
mentioned on pages I believe 36 and 37, a history going back 7 years 
of misleading information to the PUC and taking advantage of its 
customers. 
so I think the burden of proof has to be even a ~ittle more on 
Pacific. I don't think we need to reach that issue. I think the 
first question addresses it all and I would like to do that but in 
the context of what is at stake. We, like you, do not oppose the 
spin-off, per se. We are happy if shareholders can make more money. 
But it cannot be at the expense of the ratepayers. 
This is what is threatened. By a rush to judgment, without 
cross-examination, without careful preparation, and remember, if 
there is any party that can do a careful job, it is ORA. TURN and 
Public Advocates lack the resources to be able to do a multi-
million dollar job. Only ORA can do it and they have to have time. 
We know multi-billions are at stake. These multi-billions threaten 
the potential for universal service. Mr. Chairman and members of 
this committee. There is not universal service. The area in Los 
Angeles, the area Mr. Perez represents, does not have universal 
service. At a minimum, twenty-one percent of all Latinos, and they 
represent over a third of the City of L.A., are without telephone 
service. They are without it because of the costs. They are without 
it because of the lack of outreach. That is threatened as well as of 
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course if the rates double or triple and the Commission will have no 
alternative if it is left without a rich cow such as wireless in the 
future. It may have to double or triple the rates. We will see 
universal service no longer even be a dream. 
So we have those two issues and then we have a third issue that is 
just as important and complex. And that is~ are we going to have a 
segregated telephone system in this state? A deluxe one for the 
affluent and a segregated, deteriorating, basic service that is 
' 
barely 1affordable with limited technology for the rest of California? 
Pac Be~l has filed four thousand pages of information on this 
application. They will admit to you not one paragraph, not one 
sentence addresses the issue of guaranteeing basic rates by the 
spin-o~f, guaranteeing an effort toward universal service or 
insuring that we do not have a segregated system. 
And we are even more concerned in light of the fact that Pac Tel 
itself is supporting federa~ preemption. What does this mean? This 
means that an institution that claims that the PUC does not have 
legal authority when it clearly does regarding the spin-off is 
certainly going to contend after preemption that the PUC can never 
look at cellular again. So that means that a basic phone company 
that·is deteriorating is going to be demanding increased rates that 
are likely to double or triple within five years. Pac Bell has 
refused throughout these proceedings to offer any guarantee of what 
the future holds after the spin-off. 
Now to the crucial question about the rush to judgment and the IPOs. 
We believe that this is harmful to Pac Tel actually, to rush to 
judgment. If the market sees that there is not a full hearing, they 
are going to wonder about the potential in the future for a 
full-scale hearing. Remember, there is no guarantee that the present 
Commissioners will be on in three or four years. So the market is 
going to wonder about the certainty of whether this is beneficial for 
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the shareholders and the ratepayers. We have submitted to the PUC a 
Declaration from Mr. Phillips. Mr. Phillips has interviewed now 
seven IPO experts and he will discuss with you what they have to say. 
None of them concur with what Pac Tel's expert claims. They all say 
that six months from now could be just as favorable as today. And 
whether there are other !PO's in the telecommunications area or not 
is irrelevant to the ability to launch this IPO. Therefore, there is 
no reason to move forward with haste. Pac Bell has submitted its own 
self-serving declaration. Remember, the top executives of Pac Bell 
stand to gain 25 million dollars or more. Chairman Ginn alone stands 
to gain just from stock options issued in 1992, after the decision to 
spin-off, he got 90,000 stock options. They are at a minimum worth 
5 million dollars. So he stands to gain a substantial amount. 
Lehman and Salomon Brothers, if this IPO is delayed, may not launch 
the IPO. They should tell you how many millions they stand to gain 
if their declaration is accepted. 
Very simply we have asked the Commission this. It seems to us very 
simple and it should have been done earlier. 
One. They should appoint an independent IPO expert through ORA if 
they doubt what Mr. Phillips has to say and what seven experts have 
to say. 
Two. They should hold a hearing on whether there is a need to 
expedite in light of what the experts testify to, under 
cross-examination. 
Three. There should be no scheduling set at all until that hearing 
is held. 
In conclusion, Mr. Chairman, we believe what the ORA is urging, what 
TURN is urging, what the City of Los Angeles is urging and what 
Public Advocates is urging, which is a full hearing, is actually to 
the ultimate benefit of the shareholders as well as the ratepayers. 
Because if the market has confidence in the proceedings, the value 
will be reflected by that confidence. 
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Thank you and I would like to introduce Mr. Phillips. 
SEN. ROSENTHAL: Mr. Phillips, identify yourself, please. 
MR. MICHAEL PHILLIPS: I am Michael Phillips, I am a consultant and 
expert witness for Public Advocates in this matter. 
SEN. ROSENTHAL: O.K. I have no questions, would you just give us 
your testimony in terms of ••. 
MR. PHILLIPS: Very briefly, I was asked to review the filings by 
members of Lehman Brothers and Salomon as well as the financial 
officer of Pac Tel who insisted that there was a significant reason 
for rushing the hearings and that reason was that the new issue of 
securities would be benefitted by having it occur before July. I was 
asked to comment on that. I am not personally an expert on new stock 
issues, but I understand businesss very well and I proceeded to phone 
very diligently people I know in the field who work full time and 
make their living in the new stock issue market. 
I was unable to find anyone who even came close to agreeing with Pac 
Tel and in each case I read them the statements about the urgency of 
the new issue. There was a consensus that there is no way to predict 
what happens after you file with the Federal Communications 
Commission (FCC) and wait for the FCC filing. At the end of that 
period you may have an excellent market, you may have a very weak 
market. There is nothing mysterious about this market although there 
were allusions to the problems with Russia and the problems in the 
Middle East as affecting the market for new stock issues. 
There are two very well-respected journals, one is the "IPO 
Reporter," out of New York, "Investment Dealers Digest." The other 
is called "Merging and Special Situations," published by Standard and 
Poors. 
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Both of these report monthly on all new issues, all issues that are 
expected within the next two or three months, and they follow all new 
issues for at least a three-month period to see whether they rose or 
fell after they entered the market. 
Unfortunately, the IPO reporter has only been on the job a year and a 
half and she was unable to make an authoritative statement for 
publication; however, the author of" Merging and Special Situations" 
by Standard & Poors, by the name of Robert Natale, who has followed 
this market actively, reported on it and been in all of the press in 
a regular basis for the last twelve years, was willing to make a 
statement. 
His statement was regarding the urgency of predictions about the new 
issue for Pac Tel: "In the case of telecommunications IPOs, 
especially the wireless, they are doing well now. Assuming that this 
niche is a growth market, what matters most for a new issue is the 
stock market environment. The IPO market follows. The only pattern 
that I can see is that things slow down in July and August when 
investors are on vacation." This is the result of twelve years of 
carefully observing and reporting publicly for standard & Poors 
the nature of the new securities market. 
Mr. Gnaizda has suggested that the ORA find at least some neutral 
experts. From my own discussions with experts, I do believe at this 
point that such neutral and wise advisors are available to the ORA 
and to the CPUC. 
That's what I have to say. 
SEN. ROSENTHAL: Thank you very much. We will now hear from cable. 
I have one question for you. 
You have expressed concerns about cross-subsidies from Pac Bell to 
its affiliates and the risk of unfair competition. In your 
presentation will you please explain that. 
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MR. ALAN GARDNER: Chairman Rosenthal, I am Alan Gardner, Vice 
President for regulatory and legal affairs for the California Cable 
Television Association. We appreciate being asked and being included 
in today's discussion. 
CCTA neither favors nor opposes the spin-off. We have a history of 
favoring the concept of structural separation and so one might say at 
the outset that this kind of separation of competitive and monopoly 
services should be something that we would like. But one of the 
problems that we see is really only partly true here. The spin seems 
to take some of the most lucrative businesses and put it in a new 
separate company while leaving some of the high-cost competitive 
businesses with Pac Bell. For example, those who would compete 
directly with cable. Their cable interests are clearly very high 
cost. They have to rebuild most of their network in order to 
effectively compete on a quality basis. The new company could do it 
without restriction from day one and yet Pac Bell is the one that has 
the residual cable interest. Thus the spin seems to be designed to 
free the new business from the modification of final judgment (MFJ), 
from as much regulation as they can and to maximize shareholder 
benefit. And I would like to say right here, there is nothing 
necessarily wrong with that. If ratepayer impacts and the impacts on 
the public are essentially neutral. 
You have asked questions about jurisdiction issues and pace. It is 
our view that the PUC flatly has jurisdiction over this matter. We 
understand that Pac Bell has initially said they don't, but it is 
inconceivable to us that something that so completely impacts 
ratepayers would not be within this commission's jurisdiction and 
obligation to insure that the assets as the spin goes forward as we 
assume it will, and the debt and whatever investment ratepayers have 
made is neutral. So ratepayers are left harmless. 
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on the issues, there are many. Two of the ones we think are key are 
really interrelated. One is that ratepayers are properly compensated 
for the split because that ultimately gets to the issue of allocation 
of cost and cross-subsidy. If ratepayers are properly compensated, 
then the new company comes out with a proper debt load and asset load 
and its not subsidized from the outset with the costs left on Pac 
Bell. If that is not done, then you have a brand new company out 
there worth an awful lot of money, free to underprice because its 
cost base will be so low that it can go into the market and give the 
appearance of legitimately pricing well below its competition 
while the residual Pac Bell company is left with that cost. 
The issue of ratepayer compensation may seem to be simple but it's 
really quite complex, which argues for what many of these folks that 
have appeared so far say should be taking some time. It's complex 
because the cellular industry was developed by AT&T. Part of it was 
under the old license contract before divestiture and the PUC at that 
time disallowed part. So shareholders actually did fund some part of 
the business, ratepayers funded the rest. Now you've got a very 
successful business with revenues being pulled out at a time when Pac 
Bell says it is spending a billion dollars on ISDN -- when they are 
saying 1.362 billion may be needed as a rate increase to fund other 
things. So the issue for ratepayers isn't simple. It's real, we 
think it deserves careful review. We think that ORA, TURN and the 
others here at the table have raised honest issues that should be 
decided in advance. 
When you look at the cost allocation in more detail, Pac Tel's 
compensation of Pac Bell and ratepayers is just really vital to us. 
Otherwise Pac Bell is going .to be stuck with the cost, it is going to 
have to raise rates. Maybe part of the analysis in looking at some 
of the complexity, it is our understanding on how the organization is 
currently structured and funded. 
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It is our understanding from some testimony that occurred this past 
year that Pac Bell dividends up to Telesis each day its cash flow and 
that Telesis reinfuses it the next day. This gives the appearance of 
Telesis or shareholder funding but what it really does is let Telesis 
get the float on the Pac Bell money and it gives the appearance of 
shareholder funding. What this argues for is the complexity of the 
issue on how you allocate costs and how this should really be done. 
We think there are other issues on the loss of intellectual property. 
Pac Bell, rather the new Pac Tel gets PCS information from Telesis 
tech labs at no charge, they get the Pac Tel name, they get royalty-
free use of some trademarks and other things. And it seems to us 
that what this does is increase costs back on Pac Bell with a smaller 
pool left to pay for it. 
There are a number of other issues that the folks here at the table 
have raised and we think are really legitimate. And then you get 
down to the issue of competitive safeguards. You know, Pacific Bell 
is the company that went to the Commission in June of 1983 with 
General Telephone and obtained an order that didn't allow ·for 
competititon in California. And that has · been the rule. This 
Commission has now a process involved at steadily looking at that and 
beginning to open markets and their draft ONA (open network 
architecture) order with which we agree and we believe would be good 
public policy and in their infrastructure proceeding they seem to be 
indicating that a layered series of networks and providers is in the 
long term economic development interest, in the interest of the 
people of California. We agree with that. 
But, when you look at this issue between Pac Tel and Pac Bell, not 
only is there going to be a lot. of confusion between the two with the 
name going out, but Pac Tel is going to be able to compete fully. 
It's not going to be under the restrictions of Pac Bell and as a 
spun-off company they are entitled to that. So that means they are 
going to be able to compete intraLATA and interLATA in one company. 
-23-
It's one of the reasons they want to do it. They are not going to 
have any MFJ restrictions; as a spun-off company, they shouldn't. 
But what they are going to do is erode Pac Bell's revenues, because 
they are going to compete back against that company. Because we see 
cellular as ultimately a local access and local exchange service, 
ultimately. And they will compete for those funds. 
My last two comments. With respect to the speed of the Commission, I 
think it is too fast. I believe the Commission has the jurisdiction, 
it should exercise it so that the questions are answered in advance. 
My last point simply is, we really don't oppose the spin-off. We 
simply think that ·there are honest questions that should be answered 
so that the balancing occurs before the fact and doesn't leave 
everybody open afterwards. 
Thank you for the opportunity to appear. 
SEN. ROSENTHAL: Thank you. Senator Russell. 
SENATOR NEWTON RUSSELL: If I'm not mistaken, I may have it wrong, 
but, I think, isn't there competition on the horizon or in the 
process with the intraLATA telephone business? 
MR. GARDNER: Yes, I believe that in Phase III .•. 
SEN. RUSSELL: Well, let me just finish my question, please. 
Otherwise I'll forget what I want to ask you. 
If that's true, and you made the remark that your concern was that 
the company that is being spun-off would soak up all the resources, 
or most of the resources, and therefore ieave the remaining company 
sort of gasping and having to raise the rates, would it not, if the 
competition aspect is true, I would think that that might have a 
dampening effect of having happen what you suggested might happen 
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because the parent company would say, well, we don't want to leave 
these guys in a position where they have to raise rates and the 
competition will come in and underprice them and it will hurt the 
company left behind. Is there any merit in that thinking? 
MR. GARDNER: I hope not. And the reason I hope not is that Pac Bell 
has been able to maintain over the years, since it obtained the order 
of keeping competition out of California, has been able to maintain 
that. But in the last couple of years and with this current 
Commission, they are looking at whether that's in California's 
interest. And I think the open network architecture order (ONA) in 
the first 17 pages, (the draft order) with its statements by this 
Commission, what's really in the interest of California is to have 
multiple providers and multiple options and the greatest degree of 
infrastructure laid by a number of people because it will create 
jobs, it will create opportunity. That is my position and the 
position of my company. 
SEN. RUSSELL: Yes, but if that's true, and there is going to be this 
competition and let me make sure you are answering the question I 
asked, and I don't say that I asked it very clearly, but if it is 
true that there is going to be competition and the spin-off results 
in a cash-starved telephone company, that's going to have to raise 
rates, then they will suffer from their competitors. 
MR. GARDNER: But see what that argues for is then perhaps reluctance 
on the part of the Commission to go down and open the local exchange 
market because they will be concerned about what will happen to this 
residual telephone company. I think that the ultimate control and 
cost and the ultimate benefit to the people of California is a 
competitive local exchange market. There are now multiple providers 
willing to enter it. Pac Bell will remain the monopoly provider, 
probably until the end of the decade or beyond, simply because of how 
long it takes for things to get going, even as we see people rapidly 
willing to do it. But as a control on cost, the fastest control on 
cost is to ope~ something to competition. 
-25-
My own industry was reregulated last fall. They set a standard for 
when we gain rate freedom or regulatory freedom in a particular 
market and I think something like that is fair for Pac Bell. So I 
think for a period of time, Pac Bell could safely raise rates but 
with the direction this Commission appears to be moving, on a very 
measured, steady basis, if it continues to do so, at some point, they 
would have to take the write down or they would have to make 
competitive market decisions. But in that interim, •.• now 
understand, I think they should be able to organize the way they want 
as long as it remains a neutral impact. But in that interim, they 
will have lost that cash infusion and they will say they need it from 
somewhere else. So it will either come from ratepayers or it will 
come from the overfunding that they are currently getting while the 
NERF review goes on which some of the folks at this table are 
participating in on that study. We're not. aut if the allegation is 
correct, currently it's a billion dollars already. 
SEN. ROSENTHAL: I'd like to thank the panel. We'll call now for the 
Pacific Telesis response. 
Mr. Odgers. 
MR. RICHARD ODGERS: Thank you Mr. Chairman. I would like to 
introduce to my right Mr. Robert L. Barada, Vice President of 
Corporate Strategy and to my left. Mr. Lydell L. Christensen, 
Executive Vice President and Chief Financial Officer of Pacific 
Telesis and to his left Eric Fast, Managing Director of Salomon 
Brothers. And we do thank you for the opportunity to --
SEN. ROSENTHAL: Identify yourself for the record, please. 
RICHARD ODGERS: Oh, I'm sorry, I'm Dick Odgers and I am the General 
Counsel and the head of External Affairs for Telesis. 
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I would like to give you, if I may, in response to what has been said 
so far a brief overview of why we are separating the wireless company 
from the Pacific Bell Company. 
What the resulting companies will look like, what the benefits will 
be as we see them, . why this isn't a typical CPUC proceeding in our 
view and what we think the role of the Commission is and we think it 
is an important role. And why the complaints about the Commission's 
procedure to date we think are mistaken. 
The first is why are we doing this. Very briefly we are doing this 
because in essence of really two points. The first is that Tele~is 
has become two very different companies. The first is a potentially 
high-growth, relatively high-risk company, which if it were 
independent would not be a dividend paying company at all. It would 
be a company which would be relying upon for its investors an 
appreciation in value. 
The second is a more stable dividend-paying, local exchange company. 
These are two companies with very different characteristics but those 
characteristics, Senator, have gone unrecognized and one of the 
fundamental concerns was that in spite of the fact that there were 
two very different companies that had been growing up under the same 
roof, Telesis as a whole and its shareholders were being treated as 
if it was solely a utility. And the shareholders were investing in a 
company with a very large potential growth component but getting a 
utility return. And · one might say to that, Senator, well who cares? 
And the answer to that is the shareholders and I am not in the lease 
embarrassed to take their part in this. They care a lot. There are 
some hundred and thirty thousand shareholders in Pacific Telesis in 
California alone. We have more shareholders than there are people in 
the city of Bakersfield. Virtually every one of our 55,000 employees 
is a shareholder and we have some 850 thousand shareholders 
elsewhere. And we are very interested in their welfare. 
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The second fundamental reason we are doing this is that there have 
been very significant demands for new capital that make it very 
desirable that the wireless company be able to go out and get capital 
on its own. And Telesis can't continue to maintain its dividends to 
its shareholders and meet Bell's capital needs and Bell's capital 
needs now and in the past and in the future would take priority and 
still -meet the needs of the wireless company. And that's the why and 
that leads to what we are doing. And what we are doing now is 
because we have two very different companies under the same roof. We 
are going to break them in two, that is what we have proposed, that's 
what we're about. 
We'll give shareholders ownership in each of those two companies. 
We'll let them decide whether they want to own each of the companies 
or own just the wireless local exchange company or own the 
higher-risk non-dividend paying wireless company. Each shareholder 
will get a share of the wireless company and each shareholder will 
have a share of Pacific Telesis and Pacific Bell, fundamentally 
Pacific Bell and Nevada Bell. 
The two companies will be completely separated with no common 
employees, no common directors, no common officers, no affiliate 
transactions and no fears of cross-subsidy, which · has consumed a lot 
of the Commission's time and a lot of concern over the past years. 
Now the benefits -- we have heard a lot of talk about whether there 
are benefits or not. We think there are a number. 
First, from the standpoint of the shareholders, it is plainly 
beneficial to allow them to be able to invest in either one of the 
two companies. They will get snares in each. The most conservative 
estimate of the value to the shareholders and to repeat, that's 
130 thousand folks in this state alone, is roughly a ten percent 
increase in value alone. That is the most conservative estimate that 
we have seen which is about 1.7 billion dollars. 
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The second benefit is, as I mentioned before, this separation will 
end forever the affiliate transaction issues which have bedeviled the 
Commission, bedeviled us, concerned the Legislature, and have been a 
problem going forward. 
The third benefit is that it will end any future risk of conflict in 
terms of the two businesses themselves as their businesses as they 
are likely to converge. It seems to me it ought to be up to the 
public to decide whether they are going to do business as the 
businesses become increasingly competitive with the wireless company 
or with Pacific Bell. It ought not to be and really no one wants it 
to be a decision made by Pacific's management and I submit I doubt 
that the Commission will want to make that decision. 
The fourth benefit, and this is a benefit that I know that you, 
Senator Rosenthal, understand whether or not you agree with its 
importance, and that is, it seems very clear that Bell, once it's 
split away from the wireless company, from cellular, will have an 
opportunity to engage in personal communication service business, the 
wireless personal communication service business, which the 
California Commission has said should not be permitted to any local 
exchange company like Pacific Bell that is affiliated with a cellular 
company and which the FCC is likely to determine should not be 
available to any local exchange company affiliated with a cellular 
company. 
The fifth benefit, and this is a benefit, which I think given the 
current state of California, shouldn't be taken lightly, is that 
there will be a new company with a global reach, created in 
California, and that's the wireless company. It will be 
headquartered in California, it will remain in California, and I 
submit that that is going to give this state a big psychological 
boost which God knows it needs at this point. 
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I have heard some people say, well this company is going to be 
investing abroad. Well it is going to be investing abroad, but its 
not like the investments abroad that have been made by people like 
AT&T and others where they have closed a factory in one state in the 
United states and they reopened that factory in Asia somewhere. 
We're not going to be closing the Los Angeles cellular telephone 
business and moving it to Taiwan. 
We are going to be focusing on the State of California and the 
wireless company and making additional investments abroad. And I 
think that is going to send a terrific signal to the State of 
California and finally, it is going to create -- and the last 
advantage -- a Bell company with an overriding goal to be the best 
provider of service for telecommunications in the state of 
California. And the so what there is, that may not mean a lot if you 
are a big business in San Francisco or L.A. or San Diego where there 
are lots of people competing. 
We heard comments a few moments ago about competition. Well, there 
sure is competition out there. There is competition head to head. 
But where it's going to make an enormous difference is if instead of 
being in San Diego you are in Shasta for example, or Stewart's Point, 
where Pacific Bell will be able to provide the full range of modern 
communication service, so that's what's going to change. Now, what 
won't change, and this addresses some of the questions earlier; there 
is not going to be any change in Bell rates as a resuit of this 
proposal. Pacific Bell will be as Pacific Bell was before except 
that it will have a sole focus on the State of California. The 
regulation of Bell isn't going to ·change one iota. There is nothing 
going to be moved from Bell to wireless, no assets are going to be 
moved away. Bell will be the same company post separation as before, 
except without the affiliate transaction issues, without the future 
problems of allocating corporate opportunities, with personal 
communication systems, we hope, and with the full jurisdiction of the 
California Commission to regulate it. 
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And I might add, and I haven't emphasized this before, we heard about 
brain drain. It's going to have some of the best people out of the 
cellular business. I can just give you two examples. One of the top 
cellular communications people in the United States, the president of 
the cellular company, Sue Swenson, has moved to Pacific Bell. And 
she is going to be a leader in Pacific Bell. The head of corporate 
development for the wireless company is now going to be the head of 
corporate development for Pacific Bell, so this brain drain business 
is, with all respect, a lot of baloney. 
Now, I would like to address rather briefly why this isn't a typical 
CPUC proceeding and why the Commission and the staff, and with all 
respect, this Committee should want to make a special effort to reach 
a relatively quick determination, that is, we think there will be no 
regulatory problems created here, or if there are, what's needed to 
fix it. 
First, I think its very important in the current environment to 
demonstrate to the United States and in the world that things can 
indeed get done in California. And Chris who is sitting at my left 
can tell you in travels around and talking to investors, not only in 
this country, but abroad, the first question he would ask was, do you 
really think that California regulation would ever permit something 
like this to move on a timely basis? To which his answer was, I 
assume he had his fingers crossed underneath the table, yes, we think 
we really can move on a timely basis. 
The why, once again, because we have some shareholders who we think 
really are deserving of an opportunity to invest in both these 
companies and those are, it seems to me, very important reasons in 
addition to the financial reasons, which Chris and Eric can address. 
Now, the Comm~ssion procedure question, it's a fair question to ask. 
Isn't this really an enormous transaction that demands enormous study 
and enormous time? And we have heard estimates of time, I heard for 
the first time today we ought to have some hearings ending in August 
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and then to take four months for preparation and then launch in to 
Phase II and the comment was made, well, what if it takes a year or a 
year and a half. That enormous amount of time is not required if you 
believe, as I do, that the most stringent affiliate transaction and 
separation rules in the United States have been in effect here and 
have been in effect at the demand and insfstence of the Commission 
and the very ORA people who are before you right now. 
ORA and TURN have, with all respect to them, taken a very peculiar 
stance. Because they have said since the creation of Telesis they 
have insisted and they have gotten the most stringent separation 
rules, the most stringent rules against cross-subsidy that exist 
anywhere in the United States to prevent any subsidy of any non-
regulated affiliates by Pacific Bell customers. The CPUC has 
determined the return allowed Pacific Bell. The Commission has fixed 
that. The profits that were permitted by the Commission have been 
dividended up to Telesis and could have paid out 100 percent of those 
profits to the shareowners. Instead, it reinvested some of them for 
the shareowners benefit in things like cellular, which has turned out 
to be a success. And now to suggest that . the shareholders in fact 
have paid for it, it seems to me it is talking out of both sides of 
people's mouths. There are and were and will be stringent 
regulations against cross-subsidization. Every penny that has gone 
into cellular has been a penny that otherwise would have been paid 
out to the shareholders in dividends; it is shareholder money, not 
ratepayer funds. 
The argument is that the whole affiliate transaction issue ought to 
be reexamined to determine whether there ought to be some tribute 
paid before this separation is permitted to go forward. Sort of a 
tax on separation. And it seems to me that there is no concern at 
all about what the affiliate transaction rules have been doing all 
these years, that this Commission has put in place, that the DRA has 
urged. There is little concern that the separation may indeed prove 
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impossible if it gets bogged down and I think there is little concern 
on some people's part about the reaction that is going to be created, 
not here, but abroad in the land, if at some stage, finally, Telesis 
has to say that it is not going forward because of the fact that it 
simply could not make it through the California regulatory process. 
The people who say that this should be treated like a rate case, at 
the pace of a rate case, I think have an obligation or had an 
obligation to tell you first where have the affiliate transaction and 
cross-subsidy rules failed? Well, they haven't failed. And I think 
they have an obligation to say, what use is the DRA making of the 
unlimited consulting and legal services that we have provided? We 
have made a commitment which we have been taken up on to fund the 
ORA's consultant, the DRA has retained a consultant who is very able 
indeed and no friend of ours, Mr. Lee . Selwyn, at our expense, 
unlimited. They have been told by us that they are free to hire any 
law firm they want to help them in legal research, at our expense, 
with no limits. And incidently when I reported that ... 
SEN. RUSSELL: On this issue? 
MR. ODGERS: On this issue, yes, Senator. On this very issue. And I 
might say when I reported that commitment back which I made on my 
own hook, to the management at Telesis, I was told that ... 
SEN. RUSSELL: You're crazy. 
MR. ODGERS: ..• this thing better move along, or they would find 
somebody that had better sense than I did. And so we will see wh~t 
happens. But we felt that ORA said it needed resources to move it 
along, well, we would provide resources to move it along. A few 
people described it as crazy, one of them in my presence -- and I am 
sure many more not. I think Mr. Texeira, Mr. Thayer will tell you 
that we have been one hundred and ten percent cooperative. I think 
-33-
they will back me up on this, that there has been no proceeding in 
which Telesis and Bell have been more forthcoming and have worked 
harder to get the facts before them and before the public. 
Now TURN says in the material it filed with the Commission, they said 
just say no. They said no, just turn this thing down flatly. And I 
think they just don't get it •. Because this isn't, unfortunately, not 
the Golden State any more, and I think if this transaction doesn't go 
forward it's going to confirm in a lot of people's minds that things 
can't happen in California. 
So, just to wind up, and I appreciate your indulgence, a fair 
question to me and to us, well, what sho~ld the role of the 
Commission be? It . is true we have said from the outset, and I think 
we are absolutely right on the statutes, that the Commission doesn't 
have jurisdiction or authority to say thumbs up or thumbs down, but 
what it does have, it has the authority to say, if you separate and 
there are adverse regulatory eff~cts, we are going to take it out of 
your hide. And that's why we have said to the Commission we want 
your review, we want an expeditious review, we need an expeditious 
review but we need you to tell us what regulatory issues that exist, 
and if there are regultory issues, what it takes to fix them. So it 
seems to me the Commission needs to ask a fundamental question. 
Are there new issues here? New issues that haven't been addressed in 
the past, in the exhaustive reviews that have been conducted before 
in the the course of the Commission's examination of Pacific Telesis 
I 
over the last seven, eight, nine or ten years. And that, I think, 
does not require months of hearings. Indeed, this big fat binder, 
which I don't suggest in fact I would urge you not to read, these are 
the legal briefs that have been filed already in this proceeding, 
starting with the first one we filed on January 14th. It's not as 
though nothing is before the Commission. The legal issues, the 
questions of whether there are factual issues, now consume about 
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eight pounds and about four inches of paper. so, I think, in 
conclusion, the questions before the Commission are questions that it 
has answered before, how effective affiliate transaction rules have 
been answered before, the question of whether there ought to be a 
tribute mage for the Pac Tel name. It has answered the questions 
before of whether there are cross-subsidies. So I think the 
Commission ought to move promptly and ought to move forward. There 
should be no denial of due process, there won't be. Legal issues 
ought to be decided. If there are any factual issues, they should be 
decided on the schedule suggested by the Commission. We have been at 
this for five months already. There has been talk about not meeting 
a July deadline. We had very much hoped that we could market the 
'initial public ~ffering in July. That hope seems fleeting at this 
point. I certainly hope and pray that we will be able to do so in 
September. 
I thank you for your indulgence. Mr. Christensen, the Chief 
Financial Officer, and Mr. Fast have a few comments on financial 
issues if you would permit them. 
SEN. RUSSELL: I just have a question. What has to take place to 
allow you to go ahead. Does the PUC have to say yes, we don't have 
jurisdiction, or no, we don't? Or yes we do have jurisdiction, no we 
don't have jurisdiction, you can, you can't? What has to take place? 
MR. ODGERS: The Commission probably would be willing to say, and I 
am just guessing, it would probably be willing to say, go ahead and 
separate if you want to but we reserve the right and it has the right 
to institute regulatory penalties, disallowances, and so forth if the 
issue should appear later on. 
SEN. RUSSELL: Against whom? The wireless company? 
MR. ODGERS: Against the wireless company or against Pacific Bell. 
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SEN. RUSSELL: How could they do it against the wireless company, 
does that still come under the jurisdiction of the PUC. 
MR. ODGERS: Yes, the wireless company does. Indeed, that is all tied 
up in the question that was raised earlier about the pending statute 
in Congress, which, if it were enacted would remove under certain 
conditions rate fixing and conditions of entry on cellular from the 
California Commission. But currently, the California Commission has 
jurisdiction over the cellular operations, it has jurisdiction over 
the paging operations in California and it has jurisdiction over 
Pacific Bell. Our concern is this, we think it's vital and Mr. 
Fast perhaps can address this in some additional detail -- but it is 
vital to a successful public offering of stock as you can well 
appreciate, that the public understand that the Commission has looked 
at the issue of whether there are adverse regulatory effects and it 
is determined that there aren't or has said what is necessary to cure 
them. In other words, we can't go out and sell the stock to the 
public in the United States and throughout the world without knowing 
that the Commission is not going to come along later and say we are 
going to impose a huge disallowance or something. So that question 
needs to be answered up front. 
SEN. RUSSELL: Well, but, bureaucracy being what it is, it would seem 
to me that if the PUC has jurisdiction over the spin-off company as 
well as continuing with the regular company, that they can still get 
their pound of flesh if they feel that there is anything irregular 
that has occurred. Isn't that correct? 
MR. ODGERS: They certainly can and that's why we are urging them to 
determine that there is no pound of flesh due bfore the separation so 
that people who are investing in the new company will know that there 
is not going to be an enormous ax going to fall down on their heads 
two years from now. And so, the fact that the Commission in our view 
doesn't technically have the jurisdiction to say yes you may or no 
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you may not, really doesn't get away from the fact that the 
Commission has jurisdiction to regulate and that means jurisdiction 
to impose penalties if it saw fit. And the question of whether or 
not it ought to do so is a question that needs to be answered. 
SEN. RUSSELL: Were you expecting the PUC to come to this conclusion 
by July, was that what your hope was? 
MR. ODGERS: Our hope was that the Commission could because in our 
view most of these issues, in' fact we think all of them are issues 
which have been decided before. They all are wrapped up in questions 
of affiliate transactions -- has the Pacific Bell company subsidized 
the wireless company? Those are issues that the Commission has 
looked at, decided several times over, and it was our hope that the 
Commission could say as a matter of law, we have looked at this 
before and there has been no cross-subsidy, and therefore we don't 
see penalties going forward. Although we have conceded and we 
have made very clear in writing, that if some new issue arose, 
unanticipated, and I think the DRA and the combination of Public 
Advocates and TURN have thought about every issue that I could have 
thought about and they have thought about a few others that I have 
never thought of. But if some issue arose that nobody thought of, 
the Commission would have jurisdiction in the future to take action 
on that issue. 
SEN. ROSENTHAL: Well, let me comment on that last statement, sir. 
You told the PUC that they can bless the spin-off quickly because 
they have complete jurisdiction if there's any problem. Now you are 
supporting federal preemption on PUC jurisdiction to regulate 
cellular rates. You can't have it both ways. Further than that, 
last week you told me that under the federal bill, that PUC would 
have jurisdiction for a year following enactment, and now you are 
supporting a bill that's being marked up in the Senate today that 
makes preemption the day the bill gets signed. 
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Tell me, don't you understand what you are doing on one hand as 
against what you are saying on the other hand. 
MR. ODGERS: I think I do understand. 
SEN. ROSENTHAL: Well, then explain it to me. 
MR. ODGERS: Alright, I'll try to explain it to myself and to you at 
the same time. 
SEN. ROSENTHAL: And I'm not opposed to the spin-off. 
MR. ODGERS: I understand and I appreciate that. First, let me take 
Pacific Bell on the one hand. The legislation pending in Congress 
doesn't have anything to · do with the Commission's jurisdiction over 
Pacific Bell. Le9islation was introduced which we did not introduce, 
nor did we inspire that provided for, most importantly, most 
important to the wireless side, regulatory parity. That is that all 
comp~nies would be treated the same way. It also provided that the 
regulation of rates and conditions of entry would be in the Federal 
Communications Commission. 
That bill, we believe, and it's painful because I know it is not a 
very popular position with the California Commission, and probaby not 
here, is a bill that we think is in our interest and the public 
interest. Now as far as the ability of t~e Commission to correct 
problems in the future, there are two things. 
First, the Commission can choose to do whatever it chooses to do 
either currently or if it has found a new problem in the future with 
respect to Pacific Bell. With respect to the wireless company, the 
Commission could, if it determined in the future, that there was some 
problem that had been overlooked, it could exact a penalty upon the 
wireless company. It could not change its rates, but in a 
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competitive environment, the wireless company couldn't increase it's 
rates to recover any sort of penalty, because it couldn't compete 
with the other companies who are providing wireless service. Though, 
as a practical matter, as far as the Commission's ability to fix 
problems arising from the separation, I think that legislation is 
going to have an impact~ I do realize the House version as I 
understand it had a year's hiatus. The Senate version -- that is the 
authority to regulate rates and entry on the wireless side wouldn't 
take place for a year. The Senate version, as I understand it, 
doesn't have a hiatus. I don't know how that's going to come out. 
If the legislation is enacted at all, and no one knows whether it 
will be or not, I suppose that's going to be worked out in conference 
committee in some way or another. 
SEN. ROSENTHAL: Just for your information, in case you haven't 
heard, the Senate committee voted for immediate preemption today, to 
bring you up to date. 
SEN. RUSSELL: Can I follow up on that? 
SEN. ROSENTHAL: Yes. 
SEN. RUSSELL: If that is true, and that bill gets signed, then the 
PUC would have no jurisdiction over the wireless company. 
MR. ODGERS: It would have jurisdiction over the wireless company but 
it would not have jurisdiction, under certain conditions, it would 
not have jurisdiction over wireless or cellular rates or conditions 
of entry. Those rates and conditions of entry would be regulated by 
the FCC as I understand the legislation. 
SEN. RUSSELL: Well, could the PUC, after the fact, find that there 
was some irregularity or whatever, and wanted to exact from you a 
certain amount of money from the wireless company, could they do 
that? Could they say you owe X dollars because of whatever? 
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MR. ODGERS: I think theoretically they could do that. And one of 
the reasons why it is important to determine in advance whether there 
are any problems is so that that problem will not arise later on. If 
there is an issue there I suppose the Commission, and I really don't 
know the answer to this question, but if the Commission were to 
determine for example that amounts had been owed, that had not been 
paid, at the time of separation, it could direct, I believe, that 
those amounts be paid. 
SEN. RUSSELL: Even though they don't have jurisdiction? 
MR. ODGERS: The bill as I understand it and Senator Rosenthal can 
correct me if I'm mistaken, is limited strictly to rates and 
conditions of entry and it doesn't deprive the state commissions of 
authority to regulate any other aspect of the cellular business. 
SEN. ROSENTHAL: Let me just ask another question. One of the things 
that I have always been concerned about is not the decision that the 
PUC makes, but the process by which it gets there. And you actually 
announced last year that you were going to do a spin-off. As a 
matter of fact, in the beginning you announced that you were going to 
spin-off the Pac Bell system but because that might have kept you 
under PUC control, I understand the decision was made to go the other 
way. I am not faulting you. 
But then you were expected to make a decision sooner than you did. 
But you delayed the decisio~ because it was a complicated one. And I 
understand that. But isn't it true that had you not delayed your 
decision, since .October of last year or even earlier this year, that 
there would have been more time for the Commission to take a look at 
what people said was wrong and then found out that there wasn't 
anything wrong. Wouldn't you have been then in a better position to 
sell your case? 
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The Commission now has had some sort of a hearing starting in January 
or February. It has 4,000 pages of stuff to go through and it's true 
that you have provided help to the ORA but that came only a couple of 
weeks ago. That wasn't back in January when they should have been 
looking at this perhaps. I'm trying to figure out whether it's fair 
to ask the PUC to rush to judgment when in fact you took a lot of 
time that could have gone into somebody else taking a look at the 
whole situation. 
MR. ODGERS: Well, Senator, two things. First, again with respect, I 
have to disagree with the reasons why the structure of the spin was 
changed. It was not to avoid Commission jurisdiction. Indeed, we 
are very much interested, as I have explained, in having the 
Commission make a determination with respect to the regulatory 
effects of the spin-off. The fact that we believe the Commission 
doesn't have the jurisdiction to say thumbs up or thumbs down on the 
spin-off doesn't take away our belief that the Commission needs to 
look at the transaction. 
As far as timing is concerned, the reason that it took the time that 
it did, is that, and I think it's fair to say, it took a lot of guts 
on the part of the Board of Directors of this company which took over 
the decision-making process from the management, because of its 
responsibility, to make a determination to divide the company into 
two companies. 
SEN. ROSENTHAL: I don't fault that. 
MR. ODGERS: And that took time. And that's why if a decision had 
been made in June, we would have been here in August, I suppose, and 
one could have wished that that would have been the case, but we went 
as quickly as we could and we are now hoping that the regulatory 
process will move as quickly as it can. 
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SEN. ROSENTHAL: And I have no problem with that. I'm not suggesting 
that it should take six months or a year. That was not my concern. 
As a matter of fact I was hoping that the parties would get together 
and set some sort of a schedule which might have meant maybe one 
month longer, maybe six weeks longer. You know, I'm .not prepared to 
say what time is necessary and I will ask the representative of the 
Commissioner later some questions because I don't know how you 
prejudge these things. Anyway ••. introduce your next witness. 
MR. ODGERS: My next witness is Mr. Christensen who is the Chief 
Financial Officer of Pacific Telesis. 
MR. CHRISTENSEN: Thank you Mr. Chairman. I just have several brief 
points to make and they are made in the context of the nature of the 
transaction that we are trying to carry out. First of all, it's 
probably important to focus on the size of this transaction. It's 
very large -- 750 million dollars at least to upwards of 1 billion 
dollars. This is extraordinary in the IPO market. There have only 
been a few of these done in the history of the United States. We 
will be selling somewhere between 50 and 60 million shares of the new 
company, about fifteen percent of the new company. And in order to 
do that, it is absolutely imperative that we have a very very good 
stock market. This is not a transaction that can be consumated in a 
poor market. And Eric Fast on my left will explain to you in a few 
minutes and a little later how that market appears currently today 
and how it has appeared in times past. 
But needless to say, the Dow Jones is flitting at 3,500 now, the 
highest it has been ever. The IPO market is in its 29th month now of 
a bull market. And we have all experienced in our past experiences 
where those mar~ets went away very quickly. In fact it is a little 
bit ironic that one of the times in which that market went away was 
in October of 1987 when this very company was trying to sell an IPO 
of this very stock. And we withdrew from the market for that very 
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reason. The fact that we have a good market now was mentioned 
earlier by Mr. Phillips. It has been mentioned in some of the briefs 
that have been filed in this record. 
There was not a lot of evidence offered here, I noted, as he spoke to 
you earlier today. It turns out that it seems that the most noted 
bit of evidentary material was a document published by Standard & 
Poors which in essence said that the IPO market is doing well now. 
we certainly agree with that and that one of the principal drivers of 
the IPO market will be the stock market. And it doesn't take much of 
a student of the stock market or any ki~d of serious readership of 
the literature to understand that any number of things could send 
that stock market into a serious adjustment. It isn't so much that 
we expect or that we think that we can predict when the top of the 
market is, the real point here is that we are in a very good market 
now, delaying can only risk the worst market. It's highly unlikely 
that that delay would cause us to be in a situation where we would 
experience a better market. _ 
In addition to Salomon Brothers and Lehman Brothers, I have spoken 
with a nu~ber of other market makers in these markets, Merrill Lynch, 
Goldman Sachs, J. P. Morgan, among them. Without exception, these 
people have all expressed the same advice and counsel that we are 
getting from Lehman Brothers and Salomon Brothers. And that is do 
this as soon as you can because this market will not last. 
The other thing that is of import to the company and to I and the 
other managers of the business is that there are two pieces of this. 
First of all, we are trying to do a very large public underwriting of 
securities; in addition we are trying to negotiate terms and 
conditions for one or more strategic partners in the business. These 
would be very large private investments, perhaps made by companies 
outside of the United States in the telecommunications business. 
This kind of uncertainty makes those sorts of negotiations extremely 
difficult so it is important to get certainty in our world in order 
to complete those transactions. 
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And the last point I would like to make before I ask Eric to speak is 
that about two months ago I did spend the better part of five or six 
days in Europe visiting with investors in this firm. We met with 
investors in our company and potential investors in Frankfurt, 
Germany, in London, in Zurich, Geneva, Edinburgh, Glasgow, and I must 
say, in every instance, in every meeting, we had expressed concerns 
by people that own shares of this company or want to own shares of 
this company -- about the very stringent regulatory process that 
exists in California. 
In fact it is that very stringent perception around the world of how 
diligent the Commission has been in oversight of this company that 
causes investors some concern about whether in fact this deal can be 
done in any timely manner. So it is being very carefully watched all 
over the world, not just by those in this room, but by those of us 
who want to buy these shares -- and a million of our shareowners who 
exist in every part of the globe -- and it is a matter of very great 
concern to them. 
I would like to stop now and ask Mr. Fast who is the Managing 
Director of Salomon Brothers to give you a little bit of a flavor of 
what the market is today and what we might expect going forward. 
SEN. RUSSELL: May I ask a question? 
SEN. ROSENTHAL: Yes, Senator Russell. 
SEN. RUSSELL: When you spin-off, does the company spin-off 
financially naked from a parent company and the influx of the sales 
of stock is the total one hundred percent capital that the company 
will use or will you be taking some assets . from the other company? 
MR. CHRISTENSEN: Senator, the basic nature of the firm today is that 
the two companies, Pacific Bell and Pac Tel companies exist as 
separate entities at this current time and the Pac Tel companies have 
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a capital structure of about a billion, two hundred million dollars 
of assets today; much of which is located here in California and a 
lesser amount in other states in the United states and overseas. 
The initial public offer would raise about 750 or more millions of 
dollars. That would be put.into the new company for the initial 
capitalization of that firm. And the existing of a billion two plus 
those new assets would be separated from the rest of the company. 
None of this would in any way impact Pacific Bell or Nevada Bell or 
the regulated companies. 
SEN. RUSSELL: Well, the monies, that billion two I think you 
mentioned. Your position is that none of that is ratepayer money or 
has been contributed to ratepayer monies, completely separated? 
MR. CHRISTENSEN: These. were monies that were funded by Telesis the 
holding company and the shareowners over the years since 1983 or 84 
when the company was started. 
SEN. RUSSELL: Currently is there any question about those assets. 
Have those assets been looked at by the PUC in the past and given a 
clean bill of health? 
MR. CHRISTENSEN: To the best of my understanding they have. I think 
there have been a number of hearings before the California Commission 
that have opined on that issue. I was not personally present during 
those years. Others at the table may be able to address that more 
completely. 
MR. ODGERS: I believe the answer to that is yes. 
SEN. RUSSELL: Is the PUC going to testify, Mr. Chairman? 
SEN. ROSENTHAL: Yes, we have a representative here ... 
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SEN. RUSSELL: I would like them to respond, where are you? I would 
like you to respond to the question please, if you can, not 
necessarily now, but when you come up. Thank you. 
SEN. ROSENTHAL: O.K. Mr. Fast, identify yourself for the record. 
MR. ERIC FAST: My name is Eric Fast. I am a Managing Director at 
Salomon Brothers along with several of my partners I share 
responsibility for our investment banking business here in the United 
states. I think Mr. Phillips mentioned that he wasn't personally an 
IPO expert. I do consider myself the IPO expert and believe that I 
would be recognized as such by my peers. 
In our judgment the most opportune time for this IPO to complete this 
initial public offering would be as soon as possible. Let me briefly 
highlight our thinking. First of all, the overall equity market, as 
Chris mentioned, conditions are excellent. We are at 20-year lows 
for interest rates, the stock market is at a record all-time high for 
this country of 3,500. Up from 2,000 five years ago. The initial 
public offering volume is also at records and finally and importantly 
there is an enormous appetite for telecommunications issues. As has 
been mentioned, one cannot predict the market. It's not an exact 
science. However, as experts in the equity market and initial public 
offerings, we would be very concerned about a delay here. Why? 
First, the amount of overa~l new equity issuance in today's market is 
at a record pace. And this new supply is rapidly soaking up 
available dollars which would be necessary to buy new IPO's. 
Secondly, the amount of foreseeable new supply coming from competing 
issues in the telecommunications industries is also at a record. 
Last week a potential competitor to Pac Tel, MFS, came with an IPO of 
220 million dollars. Fleet Call, which is a direct competitor in LA 
has filed for 100 million dollars. British Telecom has publicly 
announced that they will be raising in the global capital market 
eight and a half billion dollars iater this year. 
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A record month in the u.s. recently has been 10 to 12 billion, so it 
basically takes a whole month, if they did it all in the u.s. And, 
there's other telecommunications issues -- a telephone company in 
Turkey, Singapore TelCom, TelCom Asia. As one who is in the business 
knows that we can expect to see additional competing sup~ly from 
those companies. Those companies will be targeting people who invest 
in telecommu~ications issues, they will be soaking up dollars again 
that if ~hey come before us that would have been available for our 
offering. That could hurt our offering. It means we may have to 
lower our price. It could hurt our chances of successfully 
completing our offering. 
Thirdly, the initial public offering market is a cyclical one. There 
are periods of time when no matter how good your company is and how 
well it's capitalized, it's almost impossible to bring it to market. 
We are in a period here where the last two years, a little over two 
years, has been a record length of time for an attractive !PO market. 
Currently we are running IPOs on the order of 1.5 to 2 billion 
dollars a month and we have been doing that for the last two years. 
In 1988 and 89, a really good month was 400 to 500 million dollars. 
There have been whole periods of time, three, four, five months where 
the most IPO volume that was done was 100 million dollars. so, no 
matter how good your company is, there are periods of time -- as 
Chris mentioned, Telesis in 1988 pulled their transaction because of 
the market crash -- one can't get an IPO done. so, when we take our 
concerns about the market, in terms of supply, in terms of the 
volatility of the IPO market, and we put those in the context that 
Pac Tel is going to have to attempt to raise 750 million dollars, 
that is a very large offering. Now, if we just looked forever in the 
history of the market, I think that there has been 18 transactions 
over 400 million dollars. There has only been a handful that 
approach a billion, so in the context of this market, this is a large 
offering. 
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Secondly, in the case of Pac Tel, it's a little bit unusual in the 
sense that they've got to raise kind of a minimum amount of money 
because it's going to ·be a freestanding independent company. So they 
don't have a lot of flexibility in size. If the offer is not going 
well, they don't have the choice of saying well, lets just raise 300. 
So that when we look at these issues, all the supply, the competing 
product, the cyclicality of the IPO market and the size that's got to 
be raised here, we feel strongly that today, we can go raise this 
money in a very successful offering, at least 750 million, at prices 
that are attractive and we're confident about it. We can't predict 
the future. Clearly, no one can. Given our concerns, we feel there 
is a real risk that the delays could cause a reduction in the dollar 
amount or that should there be major market changes, even a 
cancellation of the offer. 
Thank you. 
SEN. ROSENTHAL: There is no question in my mind that you probably 
are an expert in this field. All I am saying is that they could have 
come to us, come to the PUC, three months sooner. They knew they 
were going to spin this off long before now, and then there would 
have been some opportunity. So, I don't find fault with your 
testimony. It may be a good time to do it. But, if in fact there 
is something owed to ratepayers -- and I don't know that that is so 
-- I'm not sure they should be penalized because we are rushing to 
market. That's my only concern. O.K. 
SEN. RUSSELL: Mr. Odgers, lets assume for a minute that your project 
gets underway with a clean bill of health in July that you wish. 
What impact in terms of jobs will it have this year, the following 
year, and the following year. Do you have any statistics as it 
relates to that? 
MR. ODGERS: Could I ask Mr. Barada who has been very deeply involved 
in that to respond to that question? 
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SEN. RUSSELL: Yes, that would be fine. 
MR. ROBERT BARADA: Thank you Dick. Bob Barada, Vice President, 
Corporate Strategy for Pacific Telesis. 
That's a very difficult question to answer, Senator. Because of the 
nature of the expansion of the cellular business hopes to engage in. 
The cellular business has to do large projects within California, 
converting from analog to digital, which I am sure the Senator has 
read about in California. It hopes to expand domestically in the 
wireless business, and hopes to expand internationally as well. The 
international expansion is due in large part to the liberalization 
and privatization that is taking place in Europe and in major parts 
of Asia where we compete with others to gain cellular licenses to 
offer in those countries. Should we be as successful as we have in 
recent years, there will be large needs for staff functions, 
engineering, finance, high-tech jobs, high qualified jobs in our 
Walnut Creek, California operations as well as in Irvine, which 
support the cellular operations both domesticallly and 
internationally as well. All of the staff-type functions around 
preparing the applications, designing the networks, we designed the 
network for Germany, the largest cellular system in the world in 
Walnut Creek. Those kinds of efforts would all happen ·from here in 
California. 
SEN. RUSSELL: Your change from analog to digital. That is a 
sideline manufacturing process which would, if you are successful, 
take place. Would those be made in California? 
MR. BARADA: The actual vendors of the equipment are the large 
vendors in the world like AT&T, QualCom, Motorola, Seimens & 
Erickson, etc. But the work necessary to convert the networks in Los 
Angeles, San Francisco, Sacramento and San Diego, would be performed 
by Pac Tel employees. 
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SEN. RUSSELL: So, would there be an increase in those? 
MR. BARADA: Yes. 
SEN. RUSSELL: So there would be a general increase in the total 
California employees of the company. 
MR. BARADA: Yes, especially like I say, the staff of highly skilled, 
highly paid jobs in the Walnut Creek headquarters. 
MR. ODGERS: I think it's worth adding, Senator, and Bob perhaps can 
expand on this, but if, as I mentioned earlier the new wireless 
personal communications systems which are generally thought to be, 
this is the telephone that you can carry around everywhere and you 
have one number and you use it in your office and you use it in the 
street and you use it in your car. Pacific Bell undoubtedly will not 
be able to obtain licenses to provide that service as long as it's 
affiliated with a cellular company. Because as I mentioned earlier, 
the California Commission has taken the position that that shouldn't 
be permitted, the FCC probably will. If the cellular business is 
split off on the Pacific Bell side, if it's permitted to get into 
personal communication systems, that will certainly mean jobs that 
would not otherwise exist or be kept. It will be a new line of 
business, and a very important one. It will also be an important one 
that will allow Pacific Bell to compete effectively, we think, with 
the McCaw's and Contel's and even some day perhaps the Pac Tel 
wirelesses of this world. 
SEN. ROSENTHAL: O.K., Mr. Barada. Did you have anything to add? 
MR. BARADA: No, Senator, I was brought along just to answer 
questions on the subject ... 
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SEN. ROSENTHAL: O.K., let me ask a question. Because, when I think 
of Pac Tel and Pacific Telephone and Pac Bell and Pacific Telesis, I 
think of one company. People get confused by the various things that 
have taken place in the telecommunications business and they don't 
know who is responsible for what. But after the spin-off, Pac Tel 
will compete against Pac Bell. Now, I'm not sure it is fair for Pac 
Tel to keep that name. And, isn't there some value when you go to 
the market, using the same name that's recognized, that has some 
value. Perhaps if you were suggesting changing your name, so that it 
didn't look like there was some kind of a conflict or using that name 
for some kind of an advantage at the expense of ratepayers? Do you 
have a comment on that? 
MR. BARADA: Certainly, Senator. Let me take a shot at that. First 
of all, the name Pac Tel has always been used exclusively for 
products and services on the diversified side of the house. The 
wireless side of the house. The combination of the FCC structural 
separations rules as well as the Public Utilities Commission's 
affiliate transaction rules that Mr. Odgers spoke to, have kept the 
separation between those two businesses quite strong. In fact, it is 
interesting that you say there is confusion and the businesses seem 
like the same where in fact many of the Pacific Bell employees have 
never even met Pac Tel employees, the separation between the two 
businesses is and always has been very very strong. 
Secondly, you suggest because of the spin-off there will be 
competition between the two entities. In fact, we have never tried 
to prohibit competition between the two businesses. That would not 
be in the best interests either I believe of the ratepayers and 
consumers in California as well as our shareowners. 
The two businesses, to the extent there is any competition now are 
slight overlaps between wireless and wireline. Slight overlaps. We 
believe the Senator has held hearings on the cellular industry and is 
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quite familiar with that industry. Right now the wireline, because 
of the price differences, because of the way the services are 
offered, compete very narrowly on the edges for some consumers. 
We as one entity, the Telesis group, would never prohibit those two 
companies from competing. If they separate, they will compete in the 
same manner they do as a company that is not split, so I don't think 
it makes any difference. 
As to the Senator's belief that the Pac Tel name, and there is a lot 
of confusion in the industry, some of our survey information shows 
that more people still believe that Pacific Bell is part of AT&T, 
than they would understand the Pac Tel name. Any name out there 
right now that has Tel in it seems to be confused by the customer 
body and that's unfortunate. It has been unfortunate for the Pac Tel 
companies who have made every effort to keep those companies separate 
from day one. 
Secondly, I would like to state, that as Mr. Odgers made so clear, 
again, the issue of the Pac Tel name is being raised by a number of 
the intervenors and was talked about earlier today is an issue that 
the Commission specifically addressed and held that any intangible 
benefit of the name was owed to the investors, not to·the ratepayers. 
SEN. ROSENTHAL: O.K., thank you gentlemen for your testimony. We 
have one final witness, Phebe Greenwood, the Advisor to the Assigned 
Commissioner, Norman Shumway, of the PUC. 
Welcome. The Commissioner is in Washington at this time as I 
understand. He was lobbying against the preemption. 
MS. PHEBE GREENWOOD: That's the preemption of all mobile services 
and I do want to have some clarifying remarks as to what the nature 
of that bill is because I think there is a need for that. But, he 
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returned from Washington late last night and today he is in hearings 
at the California Public Utilities Commission on the future of the 
electricity infrastructure. He is sitting with his other fello~ 
commissioners and could not be here. 
SEN. ROSENTHAL: O.K. I appreciate you being here. 
MS. GREENWOOD: I appreciate the opportunity to be here. I want to 
say before I begin my remarks, that I, particularly in this process, 
have appreciated the close working relationship between the PUC and 
the Legislature on this spin-off, particularly with your very able 
and talented staff. You know, I think this has been a landmark case 
for us to be working so closely together on something that 
potentially could be of great benefit to California and at the same 
time has tremendous concerns that need to be investigated on behalf 
of the ratepayers. So I appreciate the working relationship we have 
established. 
SEN. ROSENTHAL: Thank you. 
MS. GREENWOOD: I am going to concentrate my remarks on three areas. 
The first is the area of jurisdiction, which we believe we have set 
to rest and I wanted to walk through our thinking and the reason that 
we asserted the jurisdiction of 701 as the statute which controls in 
this area. And secondly, I want to talk about the timing for this 
case which I know has been of tremendous concern to all the parties. 
And thirdly, I want to talk about our commitment to a thorough review 
and our commitment to due proces. 
But before beginning those remarks I want to clarify what we were 
doing and are continuing to do in Washington in fighting this 
preemption. The language in both the Senate and the House bills 
would preempt all mobile services so it's important to realize that 
the Telesis area is not simply a preemption of pricing and entry for 
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cellular companies. It's also pricing and entry for paging companies 
and it would also be pricing and entry for personal communciation 
services when they would appear. So, we would be preempted from 
pricing and entry of any mobile communications service. And it's 
important to understand that that's a much more broadly-reaching 
preemption than simply for cellular services. 
And I wanted to say, while I think with all due respect to Mr. 
Odgers, for whom I have great respect, he stated that our 
jurisdiction would be limited only for rates and entry, but we 
consider these two of the most important aspects of our jurisdiction 
in this area and it is of tremendous concern that we would be unable 
to regulate in that area. Particularly because entry would mean 
certification to do business and unfortunately in any area of fraud, 
the one ultimate lever that our agency has is to remove someone's 
business license and that would be removed from us because we would 
not be able to.regulate entry. And so that is an important consumer 
protection. 
Obviously pricing is another important consumer issue. But I don't 
want to devote this hearing to a discussion of the federal preemption 
so I will move on with those clarifications. 
On May 4th, Commissioner Shumway issued a ruling in which we have 
stated that we think that our jurisdiction stems from our broad 
powers under 701. Secion 701 states that we may supervise and 
regulate every public utility in the state and may do all things 
whether specifically designated in this part or in addition thereto, 
which are necessary and convenient in the exercise of our power and 
jurisdiction. 
SEN. RUSSELL: May I ask a question? 
SEN. ROSENTHAL: Yes, Senator Russell. 
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SEN. RUSSELL: Getting back to your previous comments. Will the 
wireless company be, if you have the jurisdiction, and if the 
preemption thing doesn't pass, will you be able to guarantee them, 
like you do the telephone company, a rate of return? Would that be 
part of their process, your process, if you have jurisdiction over 
the wireless company? 
MS. GREENWOOD: currently we have jurisdiction over wireless and we 
do not impose rate of return regulation. In the peculiar situations 
around wireless and the nature of cellular licenses, it would be very 
difficult to impose a rate of return because the cost basis for the 
different companies are so widely different. Some companies purchase 
their licenses and other companies receive them by the lottery and 
other companies receive them because of their affiliations with local 
exchange companies. So there is no consistent basis of cost, so we 
have refrained from setting any parameters around rate of return. 
But we at the moment have the latitude to turn to that if we would so 
desire. 
SEN. RUSSELL: It would seem to me that if you are holding down rates 
in such a fashion, and I am not suggesting that you are, but you 
could hold down rates to the extent that you would financially hurt 
the company. I thought the deal with monopoly -- of course maybe 
this would not be a monopoly, maybe that's the deal -- that you 
guarantee a rate and you guarantee them a return and you control the 
rates. How is this different, because it is not a monopoly? 
MS. GREENWOOD: That is correct. It is not a monopoly. It is a 
duopoly in most areas and because it was an infant industry at the 
time we began looking at them, and we wanted to encourage the 
development of the infrastructure, we refrained from imposing a big 
regulatory burden. so, we've really let the market decide what the 
pricing should be for cellular telephone. 
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SEN. RUSSELL: Why should you be involved in the cellular telephone 
business? 
MS. GREENWOOD: In the future? 
SEN. RUSSELL: Yes. 
MS. GREENWOOD: Because we believe that mobile telephone service is 
an important strategic part of the entire telephone framework. 
SEN. RUSSELL: But if you allow competition, if there is more than 
one company involved, it's not like the telephone services that we 
have been used to, it's a different breed of cat. Why should you 
regulate them? 
MS. GREENWOOD: I would agree with you. Our concerns mainly have 
stemmed from how competitive the service is. We are concerned that 
the duopoly nature of the system put in place by the FCC has not been 
very price-competitive to date. 
SEN. RUSSELL: Well, if they are allowed to spin-off and get out of 
regulation and so forth, would that indicate, do you think, that over 
a period of time there will be more people coming in to compete with 
them? 
MS. GREENWOOD: We hope so. In the wireless area the nature of 
competition depends on the availabilitiy of spectrum and that is 
controlled by the FCC. So there isn't free entrance into this market 
as you would in some other businesses. You have to acquire, as 
Pacific has stated, spectrum from the FCC. 
SEN. RUSSELL: Is there a lot, a little, or almost none left? 
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MS. GREENWOOD: There has been a real scarcity of spectrum. I 
believe that the FCC has opened up some new spectrum that they are 
planning to auction off for the personal communication licenses which 
I think Pac Bell is hoping to become one of the holders of that 
personal communication spectrum. But until they hold that auction, 
there has not really been free entry in to this area. 
SEN. ROSENTHAL: To follow up on that. We had a hearing on cellular; 
we found out that in the duopolies both companies were charging 
exactly the same amount of money in the same community. There was no 
competition. I'm sorry, go ahead. 
MS. GREENWOOD: We've rested the jurisdiction of the PUC on these 
broad powers of 701 because we believe it best suits the purposes of 
this investigation into the divestiture. This spin-off is truly 
unlike any other actions that we routinely supervise and therefore it 
doesn't conveniently lodge itself in another code section. So, we 
are relying on the broad 701 interpretation. 
But despite the fact .that it is not a routine action, this 
divestiture and spin-off has broadly-reaching effects potentially 
upon the regulated operations of Pacific Bell and its ratepayers. 
And, certainly, we understand now that the financial community which 
will itself underwrite this intitial public offering believes that 
the signature of the CPUC is a requirement before the divestitute can 
go forward. And it is a general belief that seems to be shared by 
Wall Street and by the CPUC, by this Legislature and by consumer 
advocates, that the history and the development, and the current 
presence of wireline technology which are so inextricably part of the 
regulatory history of telephone service, that the CPUC must 
scrutinize this divestiture and must set any terms and conditions 
necessary upon the separation so as to put it to rest once and for 
all. 
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since all parties are agreed that the CPUC's action is fundamental 
and necessary and a prerequisite to this divestiture, we believe that 
the whole issue of jurisdiction has now been put behind us and that 
the broad powers stated under 701 clearly apply and are expected to 
apply by all the parties in this proceeding to this process. 
I want to stress that while we appreciate your efforts in terms of 
the legislation that you proposed, we agree with the parties and with 
the Senator in this case, that our current powers suffice in this 
instance to assert our jurisdiction and to put in place any 
conditions, terms, or ratepayer protections required by the nature of 
this divestiture. We don't feel that any further legislation is 
necessary because we be~ieve that we have ample jurisdiction under 
the code. 
I want to stress that although it is a broad statute, we believe that 
it gives us enough authority to conduct a searching review, which is 
required a~d necessary to determine whether there are any appropriate 
conditions that we should attach to a divestiture of this magnitude. 
We do not attempt to skimp on a thorough review of this transaction. 
We feel fully vested in our authority to look at every aspect of the 
proposal. 
SEN. RUSSELL: Sounds like it's going to take a year or so. 
MS. GREENWOOD: Then I move to my second section, which is timing. 
SEN. RUSSELL: O.K. 
MS. GREENWOOD: Commissioner Shumway has put forth a proposed 
schedule on May 4th in which we asked for comments last week which 
had suggested that evidentary hearings should commence on June 7th. 
We do plan to revise the schedule to give a lot more time to the 
parties to prepare for evidentary hearings and it appears to us at 
this time that the parties have made a more than credible case for 
the importance of conducting evidentary hearings on several issues. 
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We are prepared to go to hearings but I am not prepared to commit 
today as to how many hearing days there will be in the schedule or to 
commit to a final schedule. We are still discussing that and 
reviewing the comments and the proposals that were submitted last 
week. 
I want to speak about the critical balance which we feel we are 
striking in conducting this investigat~on. This is a very unusual 
deal because of the magnitude of the dollars involved. And because 
of the precedent that it sets for many other regulatory commissions 
-- as the first spin-off of cellular to an independent company in the 
country, to my knowledge. It's a test to us of our ability to 
conduct a thorough review and also to get proceedings completed in a 
manner which is sensitive to the business arid the financial climate. 
This unusual transaction is being watched by regulators, it's being 
watched by consumer groups. And they have reason to watch it. Other 
regulatory commissions are watching it because of the issue of how 
the licenses were acquired, the fact.that it will now be an 
independent company, potentially an independent company preempted 
from our jurisdiction and the fact that it was originally allotted to 
the Bell companies because of its affiliation to a local exchange 
company, which would be severed. 
So obviously we are being watched by a number of other regulators, we 
are also being watched by consumers who have reason to worry about a 
long history of funding of various experimental technologies, of 
which this one has turned out to be the big winner. The worry there 
is equity for consumers, that the funding they may have participated 
in in the past will be repaid or will be compensated for whatever is 
due or for whatever has not already been settled. 
SEN. RUSSELL: Mr. Chairman ••. 
SEN. ROSENTHAL: Yes, Senator Russell. 
-59-
SEN. RUSSELL: The President or the Executive Vice President, Mr. 
Odgers, indicated that the cross-subsidiziation rules and regulations 
and laws that we have passed and they have instituted have been very 
successful in terms of ferreting out and setting these issues to 
rest. is that not true? I asked earlier, and you will probably get 
to it, whether the PUC has looked at the assets given this 1.2 
billion dollars worth of assets that the company has and given them a 
clean bill of health that they don't have any ratepayer strings 
attached to them through cross-subsidization and so forth. I thought 
that the PUC had the tools to look at this and has been looking at 
this, and if that is the case, what is the problem? 
MS. GREENWOOD: You question speaks to one of the fundamental issues 
that will be before us, probably in evidentary hearings. Pacific 
Telesis has submitted its opinion that all of the issues concerning 
cross-subsidization or funding of these technologies had been settled 
in the past. ORA last week has provided us with their analysis of 
the PUC decisions in what is covered and has not been covered by past 
decisions. They believe that there are still a number of outstanding 
issues concerning compensation that was paid in by ratepayers and an 
expectation that that compensation has to be settled in some finality 
before the spin-off could occur. 
SEN. RUSSELL: If there has been a cross-subsidization alleged by 
ORA, why hasn't that been brought up previously, if that has been a 
no no. I don't understand why now these things come up all of a 
sudden, other than that they are opposed to it. 
MS. GREENWOOD: I don't know that DRA is opposed to the spin-off but 
I think that they would feel that the divestiture should settle all 
open accounts. The issue of how credible ORA's case is is not one I 
can speak to because they will have to make their case before the 
commissioners. 
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SEN. RUSSELL: I can understand that, but my question, and maybe you 
don't have an answer, maybe it isn't a proper question, but it seems 
to me that this Legislature appropriately has struggled with the 
cross-subsidization issue and I have agreed with that. That there 
should not be cross-subsidization and that the rules and regulations 
that we attempted to put into place were designed to deal with that 
issue. And, therefore, if there has been cross-subsidization, is it 
not the responsibility of the ORA and TURN and everybody else to 
bring that to the attention of the Commission so that it could be 
taken care of. We don't want to · be cross-subsidizing any of the 
ratepayer's money for things that the company is doing. Can you say 
that those issues have not been dealt with? Is that what the DRA is 
saying? That there are still some things that have not been dealt 
with and they have found them out and they need to be settled now? 
Is that the case? 
MS. GREENWOOD: I won't speak for DRA, but apparently that is the 
case because these are some of the key issues in their proposal --
that there has been compensation. I also wanted to state that there 
are a great many safeguards against cross-subsidy and that is 
something that the Commission does watch, but there are also 
instances in which the ratepayers agreed to fund experimental 
technologies in telephones which they felt would then acrue to the 
benefit of ratepayers later. In other words, the idea being that if 
they funded new products and services that would be sold by the 
telephone company, that in the long run new users coming on board and 
purchasing these products and services would then bring funds back 
into the fold and help to spread the contribution. 
SEN. RUSSELL: I presume that expectancy was written into a contract? 
MS. GREENWOOD: Usually those are the kinds of things that are 
reviewed in general rate cases in the past. And one of the issues 
that ORA is tracking is to what extent the ratepayers agreed to fund 
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these technologies hoping that they would provide a source of cash 
later. That's one of the historical reviews that they are 
participating in and that's going to be part of the case. 
I know that was specifically the case, for example, in packet 
switching. The ratepayers agreed to fund packet switching, hoping 
that that would be a source of revenue later on. 
SEN. RUSSELL: Well, when they do that, don't they say that we'll do 
this in return for ten percent, fifty percent, seventy-five percent, 
whatever it is, of the revenues that come in from that? It's not 
written into a contract like that? 
MS. GREENWOOD: I don't know the history specifically enough to know 
if there were separate contracts .but I doubt it. Usually it's 
handled in general rate cases. In the case of packet switching, it 
was handled in a specific decision that was an order of the 
Commission that was specific to packet switching, so that makes it 
very clear and easy. It remains to be seen how much of a history 
there is in cellular and how explicit the agreements were in the 
past. 
SEN. RUSSELL: Sounds like a long process. 
MS. GREENWOOD: That's part of the burden of both Pacific and DRA to 
clear the books once and for all at the point of departure. 
MS. GREENWOOD: The second portion of the equity that we are trying 
to strike here is that notwithstanding the frustration that may be 
felt that california is not sensitive to the timing of the market and 
the timing of the financial concerns -- our office is very sensitive 
to the viewpoint of Wall Street and to the viewpoint of other 
business entities that may be looking at what kind of climate there 
is to doing business in the State of California. 
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My boss, Commissioner Shumway, sat for 12 years on the House Banking 
and Finance Committee. He is very sensitive to what the financial 
community has to say about the burdens of regulation. He is very 
sensitive to the issue of timing which is an important issue in this 
case. 
At stake here is the signal that we send that California's regulatory 
climate can accommodate the realities of the business world and the 
realities in which businessmen operate, and that includes the time 
line in which they have to make decisions. 
At stake here is that we do not want to fashion a process which kills 
a good deal through a bad process, essentially. There is such a 
thing, we believe in our office, as a missed opportunity. And we 
would hate to see this become our missed opportunity -- for the sake 
of simply a long process that tells us in the end that it was a good 
idea whose time came and went. 
I am reminded by both what Tom Long talked about in 1987 and Mr. 
Christensen repeated that, that was an opportunity that was missed in 
1987 and certainly we are very conscious of that and we do not indend 
to let this case continue on for over a year and be in the position 
of regretting that the deal did not go through. 
Having said that, I think that this hearing has been very helpful to 
us in shedding some light on the nature of the timing problems and 
balancing the nature of the timing problems against our own rigorous 
requirements for due process. 
Commissioner Shumway reminded me before I left the Commission this 
morning that he had talked at great length with Senator Rosenthal in 
his confirmation hearings about their mutual respect for due process 
and about the importance of allowing people the opportunity to 
participate and the opportunity to be able to raise issues of concern 
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to the Commission. We do plan to thoroughly respect that but we plan 
to do it within a time line that is sensitive to the business 
climate, that is sensitive to the demands of the financial community 
and that can produce a decision that will not have us regret a missed 
opportunity simply because the world passed us by. 
That really completes my remarks. 
SEN. ROSENTHAL: I believe this has been a good hearing. I want to 
thank you. I want to thank all of the witnesses for their testimony. 
I guess one of the most important functions of the Legislature is to 
provide oversight of some of the regulatory activities to make sure 
the laws on the books are being properly carried out. 
I want to send a message to the PUC that I think it needs to assert 
its full jurisdiction over the spin-off now before it loses it to 
federal preemption legislation later on. 
And second, I want to commend the PUC decision to not rush to 
judgment. Keeping in mind that there are certain things that ought 
to happen in a period of time which does not jeopardize the spin-off 
or risk injuring ratepayers or the company who rely on the Commission 
for protection. 
With that, this hearing is adjourned. Thank you. 
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Testimony of Edmund J. Texeira, Director 
Division of Ratepayer Advocates 
California Public Utilities Commission 
STATUS OP THE PUBLIC UTILITIES COMMISSION'S 
REVIEW OP THE PROPOSED PACIFIC TELESIS "SPIN-OPP" 
Senate Committee on Energy and Public Utilities 
May 25, 1993 
Good afternoon. I am appearing here today on behalf of 
the Public Utilities Commission's (CPUC) Division of Ratepayer 
Advocates (ORA). ORA is an independent division of the CPUC that 
represents ratepayers in proceedings before the CPUC. ORA is 
concerned that this unprecedented spin off of a multi-billion 
dollar will leave the California ratepayers uncompensated for 
their contribution to its development and growth. ORA is also 
concerned that this may lead to a pattern of regulated utilities 
incubating risky business ventures -underneath their holding 
company structure, only to spin them off as they become 
profitable. DRA appreciates this opportunity to comment on the 
status of the CPUC's review of the PacTel spin off. 
Let me begin by explaining the basic mechanics of the 
proposed spin off. The Pacific Telesis Group is one of seven 
regional Bell holding companies that was formed at the time of 
the divestiture of AT&T. Telesis is the parent company for its 
subsidiaries Pacific Bell, Nevada Bell and PacTel Corporation. 
Earlier this year, Telesis announced its intention to spin off 
its subsidiary PacTel Corporation. PacTel Corp. also has various 
subsidiaries, primarily u.s. and international cellular 
operations. After the spin off, PacTel would be a completely 
separate business entity from Telesis and Pacific Bell. Although 
Telesis has asserted that the CPUC does not have jurisdiction to 
approve or disapprove of the spin-off, Telesis has requested that 
the CPUC issue a decision stating that there are no negative 
impacts on the Pacific Bell ratepayers as a result of the spin 
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off. Telesis explains that this CPUC blessing is necessary 
before it can issue stock in the new PacTel. 
ORA does not oppose the spin off. DRA does, however, 
believe that the ratepayers are owed compensation from PacTel for 
their contributions to the development of PacTel's cellular 
business, principally in California. The California wireline .-
licenses alone are worth approximately $2 billion to $3 billion 
and ORA adamantly opposes spinning off these assets to the 
benefit of shareholders alone. One investment analyst told ORA 
that the spin off represented a massive wealth transfer from the 
ratepayers to the shareholders, and ORA is working diligently to 
see that that doesn't occur. While Telesis will tell you that 
ORA's actions are thwarting the spin off, that is not the issue. 
It is not ORA's responsibility to make this deal happen, 
especially if it is not in the best interest of the ratepayers. 
ORA's primary concern and obligation is to see that the 
California ratepayers receive what they are rightfully owed. 
PacTel was awarded valuable cellular licenses in Los 
Angeles, San Diego and Sacramento only because PacTel was an 
affiliate of Pacific Bell. If Pacifi.c Bell had not been the 
local telephone company in those markets, PacTel would not have 
been awarded those licenses. Furthermore, all of PacTel 
Cellular's original assets and cellular expertise came from 
AT&T's cellular subsidiary which was financed with ratepayer 
money. In addition, PacTel has benefited since its formation 
from getting capital at utility rates instead of having to 
finance its cellular operations with junk bonds, as McCaw 
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Cellular was forced to do. Telesis argues that because the 
ratepayers are not listed as co-owners on the cellular licenses 
the ratepayers are not entitled to any compensation. ORA 
believes this is a simplistic way of looking at the affiliate 
relationship between Pacific Bell and PacTel and ignores the 
years of cross-subsidization provided by Pacific Bell ratepayers. 
It is not ORA's intent to impede the spin off, especially 
if it is in the best interests of the ratepayers. However, ORA 
does object to Telesis' attempt to rush the CPUC's review and to 
admonish the CPUC and ORA that a lengthy review would send 
negative signals to the business community about the regulatory 
environment in California. Telesis has not demonstrated how the 
spin off is good for the California economy, other than to simply 
assert that 2 business firms are better than one. Therefore, the 
spin off is not necessarily a plus for the California economy. 
ORA is skeptical about the benefits in light of the fact that 75% 
to 90% of PacTel's investments over the next 5 years will be 
outside of California and outside of the U.S.! The PacTel 
enterprise that is making the most money is the California 
cellular operations and it will be those profits that will 
finance the overseas ventures. If PacTel wanted to help the 
California economy, then they might consider drastically lowering 
their cellular rates which are some of the highest in the 
country! 
ORA is also concerned about recent Pacific Bell 
statements that Bell will not have the necessary equity to 
adequately fund the needed telecommunications infrastructure in 
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California and so may need to request ratepayer funds. Since 
1984 when PacTel was formed, Telesis has been pumping equity into 
PacTel out of the Pacific Bell dividends. Only in the last few 
years has PacTel been in a financial position to pay any 
dividends to Telesis. Now just as PacTel might be in a position 
to help Pacific Bell the way that Pacific Bell helped PacTel, 
Telesis proposes to spin off PacTel. ORA objects to allowing 
Telesis to incubate highly risky businesses under the holding 
company umbrella and then spin off only the lucrative companies 
when they are on a firm financial footing. PacTel is leaving 
behind its money-losing businesses in real estate and cable TV in 
England. Even though those businesses are currently under 
PacTel's holding company structure, in the spin off proposal they 
will be left behind, along with their debts. 
DRA firmly believes that there are numerous ratepayer 
issues that must be looked at before the CPUC can issue a 
decision on what the ratepayer impacts are. Until there is a 
careful review of the issues, including many implementation 
issues that have not yet been finalized by Telesis, it is 
inconceivable that the CPUC could give Telesis a complete 
blessing about the impacts of the spin off. 
Telesis first explored the idea of a spin off in 1987. 
But the stock market crash in October of that year put any spin 
off plans on hold until November 19~1. The Board then waited one 
more year, December 1992, before announcing that they would spin 
off PacTel. Telesis responded quickly to the CPUC's request for 
information in February 1993 and DRA received Telesis' response 8 
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weeks ago on March 1, 1993. ORA reviewed the Telesis documents 
and stated that ORA would need 6 months to adequately review the 
spin off and all its implications. In response, Telesis has 
argued that the CPUC must review the spin off quickly or the 
delay would kill the deal. While there are investment analysts 
who will say that the markets ·are receptive to a 
telecommunications stock issuance now, ORA does not believe that 
PacTel's financial goals should dictate the CPUC's review of 
important ratepayer concerns. The CPUC's primary responsibility 
is to the California ratepayers, and not to Telesis shareholders. 
As Telesis' previous plans to initiate a spin off in 
October of 1987 illustrate, no one can accurately predict the 
best time for a stock issuance. Telesis' investment banker will 
tell you that the sooner the IPO goes out, the better. However, 
neither he nor any other investment banker can guarantee that 
this July or next July will be better or worse. The market is 
dynamic and there is no one methodology that determines the 
absolute best time for any given stock issuance. Given this 
amount of uncertainty, it would be irresponsible for the CPUC to 
use the Telesis July deadline or any other financial deadline to 
set the schedule for reviewing ratepayer interests. 
In an attempt to accommodate Telesis' desires and to 
speed the process, ORA offered to bifurcate the review process. 
The first stage would investigate the issues relating to whether 
the ratepayers have a claim to compensation from PacTel. ORA 
could be ready to go to hearings on this issue alone in mid July. 
The second stage would determine the amount of ratepayer 
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compensation due, assuming ORA prevails in the first stage. The 
second stage would also review other issues, including such 
details as which organization gets which assets. The second 
stage would require at least 4 months preparation time. 
ORA has had very little time and resources to review this 
spin off, especially in light of the magnitude of the assets 
being spun off and the time and resources that Telesis has 
devoted to it. In March of this year ORA requested that Telesis 
agree to fund consultants who would work with ORA in preparing 
its case. Telesis would be reimbursed for the consulting 
expenses from any ratepayer compensation ordered by the CPUC. 
Three weeks ago, Telesis assented to ORA's request for 
consultants. This assistance will speed ORA's work but more 
progress could have been made had Telesis cooperated earlier. 
ORA takes seriously its statutory obligation to protect 
ratepayer interests. In this matter, ORA urges the CPUC to take 
the necessary time to review this complex and unprecedented 
issue. 
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SUMMARY OF PLAN FOR SPIN-OFF OF PACTEL CORPORATION 
Pacific Telesis Group (wTelesisw) furnished to the California PUC 
a description and explanation of its plan to capitalize and then 
to spin off to its shareholders PacTel Corporation and that 
company's wireless subsidiaries. The wireless subsidiaries are 
engaged primarily in cellular, paging and vehicle location 
businesses, both domestically and around the world. 
This plan is different from the one announced to be studied last 
April, which would have involved a spin-off of Pacific Bell and 
Nevada Bell. Those companies now will remain as subsidiaries of 
Pacific Telesis Group. 
The spin-off will benefit both Pacific Telesis Group and PacTel 
Corporation in several ways. First, the spin-off will increase 
the financial flexibility of both companies and give PacTel 
Corporation, which will be a new California company with global 
scope, opportunities that are unavailable today. And investors 
will be better able to match their investment objectives with the 
financial nature of the business in which they hold an interest. 
Over 100,000 of ·those investors, which include 90\ of Telesis 
employees, are Californians. 
Second, the spin-off will improve the regulatory situation for 
both companies. After the spin-off, PacTel Corporation will no 
longer be restricted by the Modification of Final Judgment. At 
the same time, Telesis and Pacific Bell will have a better chance 
of obtaining Personal Communications Services licenses from the 
FCC, because they will no longer have cellular affiliates. The 
spin-off will eliminate the time and resources spent on 
monitoring and resolving controversies caused by affiliate 
transactions between Pacific Bell and PacTel Corporation and its 
wireless subsidiaries. 
Finally, as future telecommunications markets in California and 
Nevada become increasingly competitive, senior managers at 
Telesis and Bell will be able to direct their entire focus to 
managing the businesses of Pacific Bell and Nevada Bell and their 
closely allied subsidiaries. 
The spin-off will be accomplished in several steps, including the 
transfer of non-wireless operations from PacTel Corporation to 
Pacific Telesis Group, the private and/or public placement of at 
least $750 million in stock of PacTel Corporation, and the 
distribution (i.e., spin-off) by Telesis to its shareholders of 
the stock of PacTel Corporation then held by it. The spin-off is 
subject to all necessary regulatory and tax reviews and to 
completion of satisfactory financing arrangements. It is 
illustrated graphically at the end of this summary. 
Upon the spin-off of PacTel Corporation, Telesis and PacTel 
Corporation will have no common directors, officers, or 
employees. Philip J. Quigley will remain as President and Chief 
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Executive Officer of Pacific Bell and will become Chairman and 
Chief Executive Officer of Telesis. William Downing, currently 
Pacific Bell•s Chief Financial Officer, will assume the 
additional position of Chief Financial Officer and Treasurer of 
Telesis. Sam Ginn, currently Chairman and Chief Executive 
Officer of Telesis, will become Chairman and Chief Executive 
Officer of PacTel Corporation. c. Lee Cox, currently Group 
President of the PacTel Companies, will become PacTel 
Corporation•s President and Chief Operating Officer. Lydell L. 
Christensen, currently Chief Financial Officer and Treasurer of 
Telesis, will become Chief Financial Officer of PacTel 
Corporation. 
Telesis has not sought the Commission•s authorization for the 
spin-off, because we don•t believe authorization is required by 
the statutes. However, the Commission clearly has continuing 
jurisdiction over Pacific Bell and PacTel Corporation•s cellular 
and paging businesses that operate in California. The plan 
should assist the Commission in its oversight of those 
businesses. 
The spin-off will have positive effects on ~he resulting 
companies. New investments by Telesis, Pacific Bell and Nevada 
Bell will, for the foreseeable future, be directed at the 
telecommunications infrastructure needs in California and Nevada. 
PacTel Corporation will be able to invest in wireless projects 1n 
the United States and around the world that would otherwise be 
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foreclosed to it. we expect that this new California-
headquartered corporation will become an even more important 
worldwide leader in the provision of wireless services. 
SEE ATTACHMENTS A THROUGH D 
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Pacific Telesis Group Spin-Off ® 
Pacific Telesis will spin off its wireless operations. 
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PACIFIC TELESIS GROUP SEPARATION AT-A· GLANCE 






Pacific Telesis will continue to own California/Nevada local telephone and directory publishing 
businesses. PacTel's global wireless operations will split off from Telesis. 
Why Pacific Tele•i• i• Separating 
ia Bu•ine•••• 
Separation creates long-term value for 
shareowners; maintains customer focus. 
• Separated wireless businesses gain freedom from 
the 1982 Consent Decree, which broke up AT&T. 
and from some other constraints that hamper their 
development. 
• Separate entities can focus resources and pursue 
separate core businesses more independently. The 
PacTel wireless companies will have more alternatives 
to raise the capital necessary to take advantage of a 
global explosion of business opponunities. Pacific Bell 
and Nevada Bell can continue investing in intelligent 
ncrworks that will provide customers with services 
they'll require in the next century. 
• Separation broadens investors • options with two unique 
equity invesunents: one of the nation's largest local 
telephone businesses and one of the world's largest 
wireless enterprises. 
When and How Separation 
Will Occur 
Separation is expected to take about a year w 
complete and will involve the following: 
• Regulators and the Internal Revenue Service will revie"" 
separation. 
• Substantial new capital will be raised from private 
and/or public sources to capitalize the new PacTel 
wireless business. 
• Shares in the new PacTel wireless corporation will be 
distributed to Pacific Telesis shareowners, who 
then will own shares in both companies. 
NEW CORPORATIONS AT-A- GLANCE 
Pacific Telesis Group_ 
A premiere provider of local telephone services and 
directory publishing se'.:Ying California and Nevada. 
Pacific Bell 
• Serves 20 million residential customers and myriad 
businesses. large and small. in California. 
• Diverse offerings include local telephone service, 
information services, high-capacity data transmission. 
• More than 14 million access lines in service. Over a 
million Centrex lines, and more than half a million 
voice mailboxes, in service. 
• Operating expense per access line among the lowest of 
the regional telephone companies. 
• Positioned to play a role in video and personal 
communications markets. 
P8Cific Bell Directory 
• More than Sl billion in revenues. Premiere directory 
publisher in its market and one of largest in U.S. 
• Publishes more than 100 White and Yellow Pages 
directories and distributes more than 35 million 
copies per year. 
Nevada Bell 
• 100% digitally switched network covering roughly 
48,000 square miles of urban and rural terrain. 
Fiber-optic loop and ISDN in Reno. 
• Offers Caller Identification, other new calling features, 
and voice mail. 
Other Holdings 
Telecommunications R&D. cable TV. real estate, 
leveraged leasing, and minority interest in a company 
that distributes customer premises equipment. 
Financial Information 










New PacTel Wireless Corporation 
The leader in wireless communications in the world"s 
best markets. 
PacTel Cellular 
• 34 million POPs• and 656,000 customers nationwide. 
Operates in eight of the top U.S. markets. 
• Profitable since 1985. 
PacTel Paging 
• Fourth largest paging company in U.S. 765,000 pagers 
in more than 25 major markets. 
• Strong fmancial performance. 
PacTel Teletrac·· 
• New vehicle location services in six major U.S. cities. 
International Operations -Europe/Pacific Rim 
Germany: World's largest digital cellular network-
26% interest. Covers area of 80 million people. 
Portugal: Digital cellular and paging - 23% interest. 
Spain: Paging- 17.5% interest. 
France: Mobile radio - 20% interest. 
Ja.,.n: Three digital cellular networks (13%. 13%, and 
15% interests) will cover an area containing about two-
thirds of Japan's population. International long-distance 
service -1 0% interest. 
Thailand: Paging - nationwide service. 
South Korea: Credit card verification. 
Pursuing opportunities in Italy, Belgium, and 
the Netherlands. 
Financial Information 
IDola in milllona. uneudiltcll 112 monma endeell/301921 
Tocal Revenues 
Net ~orne (loss) 
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CONTACT: Armando Rendon June 3, 1993 CPUC-067 
415-703-1366 
CPUC SETS HEARINGS ON TELESIS SPINOFF PROPOSAL 
The California Public Utilities commission (CPUC) will hold 
hearings from July 6 to 16 in San Francisco to consider the 
proposed spinoff by Pacific Telesis Group (Telesis) of its 
regulated wireless businesses in California. 
Written testimony is due from Telesis on June 15; responding 
party testimony is due on June 28. Briefs summarizing party 
arguments are to be submitted two weeks after hearings close and 
oral presentations will follow one week later. 
On May 4, the Commission invoked its general authority to 
review the possible effects of the proposed spinoff on customers 
of Pacific Bell and regulated cellular firms. Telesis proposed to 
regroup its wireless operations including PacTel Cellular, PacTel 
Paging and Pacific Telesis International under a subsidiary, 
PacTel Corporation, with new directors and independence from 
Telesis which would remain the holding company. 
Parties ar.e asked to comment on five general areas: 
1. Did the Federal Communications Commission intend for the 
local telephone company and its affiliate wireless 
company to remain one company when it issued a cellular 
license to that affiliate? Is compensation due to 
customers of the cellular firm in the event the local 
telephone company separates from PacTel? 
2. Does the history of funding for research, development 
and implementation of wireless technologies from 
ratepayers require or infer that ratepayers should.be 
compensated for these past investments? 
3. Might the proposed spinoff impair Pacific Bell's ability 
to meet universal service goals? Does the separation 
increase the likelihood of higher basic telephone rates? 
Will the separation cut Pacific Bell's revenues toward 
modernizing equipment and services? Will the separation 
-more-
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affect the quality of Bell services to the public? 
4. Should ratepayers be compensated for the continued use 
of the PacTel name both within and outside the state 
should the separation be approved? 
s. Will the intellectual property belonging to Pacific Bell 
be shifted to PacTel after the spinoff, and are there 
valuation issues arising from such a shift? Should the 
terms of executive compensation related to the spinoff 
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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 
In the Matter of the investigation ) 
on the Commission's own motion into ) 
the Pacific Telesis Group's } 
"spin-off" proposal. ) ________________________________ } 
!.93-02-028 
ASSIGNED CO~SSIONER'S RULING 
This ruling today sets forth the schedule for evidentiary 
hearings in the investigation into the divestiture of Pacific 
Telesis' wireless communications businesses, referred to herein as 
"Pac Tel". Parties to the case have responded to our ruling of 
May 4 by presenting issues for evidentiary hearings. The Division 
of Ratepayer Advocates (ORA), Toward Utilities Rate Normalization 
(TURN), and the Mexican-American Political Association and the 
World Institute on Disability, (the latter represented chiefly by 
the law firm "Public Advocates" and referred to herein as "Public 
Advocates"), raised issues appropriate for evidentiary hearings. 
The matters addressed by the three parties fall into five broad 
areas. Evidentiary heari.ngs will focus on these five areas of 
inquiry, and a schedule for 9 days of evidentiary hearings is set 
forth in the last page of this ruling. We ask parties to prepare 
testimony on these issues, and we limit the testimony to the 
subjects listed herein. 
Parties should organize their testimony to address the 
following questions: 
1. Did the auspices under which the FCC set aside cellular 
licenses for the local exchange companies anticipate that the 
wireless company and the local exchange company should remain 
integrated? Equally, did the conditions which led to the local 
exchange company receiving licenses from the FCC anticipate 
that compensation would be due to the ratepayers in the event 
of separation of the local exchange company from Pac Tel? 
- 1 -
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2. Does the history of funding for research, development, and 
deployment of wireless technologies from the ratepayers both 
pre and post the AT&T divestiture require or infer that 
compensation be paid to the ratepayers for these past 
investments? 
3. Does the separation of Pac Tel from Pacific Bell cause a 
negative impact on the ability of Pacific Bell to meet 
universal service goals? Equally, does this separation 
increase the likelihood of higher basic telephone rates? Does 
the separation decrease the cash available to Pacific Bell from 
sources other than local exchange rates to fund modernization 
of the local exchange company? Finally, does the separation 
cause a likelihood of deterioration of the quality of Bell 
services to the public? 
4. Should the ratepayers be compensated for the continued use of 
the Pac Tel name both within and outside of the state of 
California, in the event that Pac Tel and Pacific Bell are 
separated? 
5. Will intellectual property belonging to Pacific Bell be shifted 
to Pac Tel after the spin-off, and are there any valuation 
issues arising from such a shift? Should the terms of 
executive compensation related to the spin-off of Pac Tel be 
considered in evaluating the impact of the spin-off on Pacific 
Bell? 
To the extent that other issues were raised by the 
parties as appropriate for evidentiary ~earings, such issues will 
not be cons~dered. The question of the valuation of the wireless 
operations, the cellular licenses, or any further issues which may 
be raised, will be considered in due course only if the Commission 
finds that further issues must be aired as a condition of setting 




Schedule For Testimony and Evidentiary Hearings 
June 15 Pacific Telesis Testimony Due 
June 28 Other Parties' Testimony Due 
July 6 Evidentiary Hearings 
July 16 Close of Evidentiary Hearings 
2 weeks after close of Hearings Opening Briefs Due 
1 week after Briefs Submitted Oral Reply Briefs Scheduled 
Case Submitted. 
Dated June 2, 1993, at San Francisco, California. 
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Is! NORMAN D. SHUMWAY 
Norman D. Shumway 
Commissioner 
